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ENFORCEMENT AND ADMINISTRATION OF THE 
INTERNAL REVENUE LAWS 


MONDAY, MAY 26, 1952 


House or Representatives, 
ComMMITTEE ON Ways AND MEANS, 
Washington, dD. C’. 

The committee met at 10:30 a.m., Hon. Robert L. Doughton (chair- 
man) presiding. 

The Cuatrman. The committee will please be in order. The com- 
mittee begins public hearings today on H. R. 7893. This bill provides 
for improved enforcement and administration of the revenue laws. 
It was introduced by Representative Cecil R. King, chairman of the 
Subcommittee on Administration of the Internal Revenue Laws, as 
a basis for hearimgs. It is aimed at correcting many of the abuses 
which Mr. King’s subcommittee has found in the course of its hearings 
and investigations. 

The hearings will be confined to the provisions and the subjects 
covered in H. R. 7893. Without objection, I shall insert in the record 
at this point a copy of H. R. 7893, and a summary of its provisions. 
Also a letter from the « hairman of the subx ommittee, Mr. King, which 
he requests be mserted. 

(H. R. 7893 and matter referred to are as follows:) 


H. R. 7893, 82d Cong., 2d sess. ] 
A BILL To provide for pr ed enforcement and administration of the revenue laws, and 
for other purposes 


Be it enacted by the Senate and House of Re presentatives of the United States 
of Amcrica in Congress assembled, That (a) SHorr Trru This Act, divided into 


titles and sections according to the following table of contents, may be cited as 
the “Revenue Enforcement and Administration Act of 1952”, 


TABLE OF CONTENTS 


TiTLe I AMENDMENTS OF THE INTERNAL REVENUE CoODP—ENFORCEMENT PROVISIONS 


Sec. 101. Disallowance of unsubstantiated deductions 

Sec. 102. Loans to political committees 

Sec. 1 Records 

Sec. 104. Information at s« 

Sec. 105. Addition to tax for failure to disclose information as to gross income. 
Sec. 106. Authority to examine records 

Se 107. Persons assisting in preparation of returns. 

Sec. 108. Collection of delinqnent taxes of employees 

Sec. 100 Authority to distrain 

Sec. 110. Extension of period of limitations for certain offenses 

Se 111. Penalty for misrepresentations in revenue matters 

TITLe II AMEN@MENTS ¢ Hk INTERNAL REVENUE CODR—ADMINISTRATIVE PROVISIONS 
Sec. 201. Exemption from requirement of declaration of estimated tax 


Sec. 292. Abatement of jeopardy assessment when jeopardy does not exist. 
Sec. 203. Addition to tax for failure to file return 

Sec. 204. Advance payment of tax 

Sec. 205. Payment by check and money order. 
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Sec. 206. Inclusion of interest as part of overpayment when overpayment is credited against 
interest or tax due. 


Sec. 207. Time limit on suits for refund ; 
Sec. 208. Extension of time in the case of Saturday, Sunday, or legal holiday. 


Sec. 209. Clarification of powers of Joint Committee. 


TitLe IITI—AMENDMENTS OF OTHER LAWS 


Sec. 301. Influence peddling. 

Sec. 302. Unauthorized practice before the Department of the Treasury. 
Sec. 303. Actions for recovery of internal revenue taxes—jury trial. 
Sec. 304. Clarification of section 281 of title 18. 


(b) Tirttes I AND II AMENDATORY OF INTERNAL REVENUE Cope.—Except as 
otherwise expressly provided, wherever in title I or title II an amendment or 
repeal is expressed in terms of an amendment to or repeal of a chapter, sub- 
chapter, title, supplement, section, subsection, subdivision, paragraph, subpara- 
graph, or clause, the reference shall be considered to be made to a provision of 
the Internal Revenue Code. 

(c¢) MEANING OF TerMs Usep.—Except as otherwise expressly provided, terms 
used in title I and title II shall have the same meaning as when used in the 
Internal Revenue Code. 


TITLE I—AMENDMENTS OF THE INTERNAL REVENUE CODE—EN- 
PORCEMENT PROVISIONS 


Sec. 101. DISALLOWANCE OF UNSUBSTANTIATED DEDUCTIONS. 
Section 283 (a) (relating to deductions for expenses) is hereby amended by 
adding at the end thereof the following new paragraph: 
“(3) DISALLOWANCE OF UNSUBSTANTIATED DEDUCTIONS.—No deduction shall 
be allowed under this subsection unless it is substantiated in accordance 
with regulations prescribed by the Secretary under section 54 (a).” 


Sec. 102. LoANs To POLITICAL COMMITTEES. 
(a) Section 25 (k) (relating to deduction for bad debts) is hereby amended 
by adding at the end thereof the following new paragraph: 

“(6) LOANS TO POLITICAL COMMITTEES.—This subsection shall not apply in 
the case of a taxpayer, other than a bank, as defined in section 104, with 
respect to a loss resulting from a loan to any committee, association, or 
organization organized or operated primarily for the purpose of influencing 
or attempting to influence the nomination or election of political candidates 
or presidential and vice presidential electors.” 

(b) The amendment made by this section shall be applicable only with respect 
to loans made after the date of enactment of this Act. 


Sec. 108. Recorps. 

Section 54 (a) (relating to taxpayers’ records, statements, and returns) is 
hereby amended to read as follows: 

“(a) By Taxpayer.—Every person liable to any tax imposed by this chapter 
or for the collection thereof, shall make such returns, render under oath such 
statements, and comply with such regulations as the Secretary may from time to 
Every such person, to the extent and in the manner prescribed 
under such regulations, shall keep and retain such records and other informa- 
tion as shall be sufficient to establish the amount, nature, and source of the gross 
income, deductions, and credits which may enter into the determination of income 
subject to tax under this chapter.” 


time prescribe 


Sec. 104. INFORMATION AT SOURCE. 
Section 147 is hereby amended by striking out subsection (c) and inserting in 
lieu thereof the following new subsections: 
c¢) AppITIONAL INFORMATION.—Any person (1) making any payment of any 
thing of value to or on behalf of any officer, employee, partner, or shareholder of 
such person, or (2) making any service, property, or facility available to any 
person described in clause (1), regardless of whether such payment, service 
property, or facility constitutes gross income under this title, shall render a 
true and accurate return to the Secretary, under such regulations and in such 
ferin and manner and to such extent as may be prescribed by him, setting forth 
such information with respect to such payment, service, property, or facility as 
may be required by such regulations. This subsection shall not apply with 
respect to any payment made to, or any service, property, or facility made avail- 
able to, any individual by any person during any taxable year of such person if 
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the aggregate value of all payments made to, and all services, property, and 
facilities made available to, such individual by such person during such taxable 
year is less than $200. 

“(d) Reciprent To FURNISH NAME AND AppRESS.—When necessary to make 
effective the provisions of this section the name and address of the recipient shall 
be furnished upon demand of the person making the payment or making the 
service, property, or facility available.” 

Sec. 105. Apprrion to TAx For FAILurRE To DIscLose INFORMATION AS TO GROSS 
INCOME, 

Supplement M of chapter 1 is hereby amended by adding after section 209 the 
following new section: 

“Sec. 8300. Farture To Discrose INFORMATION AS TO GROSS INCOME 

“If upon written inquiry by the Secretary sent by registered mail to the tax- 
payer in connection with the determination of tax liability under this chapter 
the taxpayer fails to disclose within ninety days after such inquiry is mailed, 
or Within such additional period as the Secretary may authoirze, information 
which is specifically required to be retained by a regulation prescribed under 
section 54 (a) as to the nature and source of any item of the taxpayer's gross 
income (unless it is shown that such failure is due to reasonable cause and not 
due to willful neglect), there shall be assessed, collected and paid, in the same 
manner as if it were a deficiency determined by the Secretary, 5 per centum 
(in addition to any tax, deficiency or additions to the tax) of the total amount 
of gross income and nature and source of which is not disclosed; except that 
the provisions of section 272 (i), relating to the prorating of a deficiency, and 
of section 202, relating to interests on deficiencies, shall not be applicable. The 
provisions of section 272 (k) with respect to notice of a deficiency shall be 
applicable with respect to any inquiry mailed under this section.” 

Sec. 106. AUTHORITY To EXAMINE ReEcorRDs. 

(2) Section 5614 (a) (relating to examination of books and witnesses) is 
hereby amended to read as follows: 

“(a) To DererMINe LIAniniry or THE TAXPAYEeR.—The Secretary, for the 
purpose of ascertaining the correctness of any return or for the purpose of mak- 
ing a return where none has been made, or for the purpose of ascertaining that 
a taxpayer is keeping such books, records, and other information as are required 
by law and regulations, is authorized, by any officer or employee of the Bureau of 
Internal Revenue, including the field service, designated by him for that purpose, 
to examine any books, papers, records, memoranda, or other information bear- 
ing upon the matters required to be included in any return filed or required to be 
filed, and may require the person rendering the return or required to render a 
return or any officer or employee of such person, or any other person having 
knowledge in the premises, to appear and to produce such books, papers, records, 
memoranda, or other information, and may take his testimony with reference 
to the matter required by law or regulation to be included in such books, papers, 
records, memoranda, or return, with power to administer Oaths to such person or 
persons, 

(b) Section 3681 is hereby amended to read as follows: 


“Sec. 3631. RESTRICTIONS ON EXAMINATION OF TAXPAYERS 

“No taxpayer shall be subjected to unnecessary examinations or investiga- 
tions; and only one inspection of a taxpayer's books of account for the purpose 
of ascertaining the correctness of any return or of making a return where none 
has been made, and only one other inspection for the purpose of ascertaining 
that a taxpayer is keeping such books, records, and other information as are re- 
quired by law and regulations, may be made for each taxable year unless the 
tuxpayer requests otherwise or unless the Seere tary, alter investigation, notifies 
the taxpayer in writing that an additional inspection is necessary 
Sec. 107. PersoNs ASSISTING IN PREPARATION OF RETURNS. 

Subchapter C of chapter 34 (relating to information and returns) is hereby 
amended by adding after section 3634 the following new section 
“Sec. 3635. PERSONS ASSISTING IN PREPARATION OF RETURNS. 

“(a) NAME AND ADDRESS TO BE STATED ON RETURN Any person, who, for com- 
pensation, prepares any return designated by the Secretary under subsection (¢c) 
shall state his name and address upon such return in the manner required by 
regulations prescribed by the Secretary. Any taxpayer who pays any compen- 
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sation to any person for the preparation of or assistance in the preparation of 
any return designated by the Secretary under subsection (c) which the taxpayer 
is required to file shall state the name and address of such person upon the 
return, unless such person has done so in compliance with the preceding sen- 
tence 

“(b) NAME AND AppRESS TO BE GIVEN TO TAXPAYER.—Upon request by the 
taxpayer, any person whose name and address the taxpayer is required under 
subsection (a) to state upon a return shall give his name and address to the 
taxpayer 

“(c¢) DESIGNATION OF RetruRNS.—The Secretary shall by regulation designate 
the returns required by this title to which this section shall apply. 

‘(d) PENALTY POR WILLFUL VIOLATION Any person willfully violating this 
Section shall be fined not more than $1,000 or imprisoned not more than one 
year, or both.” 


Sec. 108. COLLECTION OF DELINQUENT TAXES OF EMPLOYEES 


(a) Payrou, DepucTion ror FrperAL EMPLOYEES.—Subchapter A of chapter 
36 is hereby amended by adding after section 35668 the following new section: 


“Sec. 3664. COLLECTION OF DELINQUENT TAXES OF FEDERAL EMPLOYEES 

“(a) IN GENERAI If any officer, employee, or elected official of the United 
States, or the District of Columbia, or any agency or imstrumentality of>the 
United States or the District of Columbia (referred to hereafter in this section 
as an ‘employee’) liable to pay any Federal tax (including interest, additions to 
the tax, and additional amounts) fails to pay such tax within ten days after 
notice and demand, the Secretary may send to the employer (as defined in section 
1621 (d)) of such employee a notice setting forth the name of the employee and 
the amount of unpaid tax. Upon receipt of such notice, the employer shall de- 
duct and pay over to the Secretary from each payment of compensation there 
after payable to the employee, until the amount specified in the notice is fully 
paid, an amount equal to (1) 10 per centum of the portion of the compensation 
represented by such payment which does not exceed a rate of $10,000 per an 
num, plus (2) 25 per centum of the portion of such compensation which exceeds 
such rate. The aggregate amount deducted under this section from any pay 
ment of compensation to any employee shall not exceed the amount provided 
for in the preceding sentence even thouch more than one notice has been received 
with respect to the employee 


“(b) IMMUNITY OF EMPLOYER The employer shall not be liable to any per 
son for any amount deducted and paid to the Secretary under this section 
‘(c) REGULATIONS lhe Secretary shall prescribe such regulations as he may 


deem necessary for carrying out the provisions of this action.” 

(b) ConTINUING Levy For OTHER EMPLOYEES Section 3692 (relating to levy) 
is hereby amended by striking out “In case of” and inserting in lien thereof “(a) 
IN GENERAI In case of”; and by adding at the end thereof the following new 
subsection 

“(b) CONTINUING Levy IN CASE OF DELINQUENT EmpLoyveres.—lIn addition to 
any levy authorized under subsection (a), a continuing levy may also be made 
with respect to compensation for personal services as an employee, which shall 
remain in effect until the liability in respect of which the levy is made is satis 
fied, but shall attach to such compensation accruing or becoming payable after 
the date on which such levy is made only to the extent of (1) 10 per centum of 
the portion of such compensation which does not exceed a rate of $10,000 per 
annum, plus (2) 25 per centum of the portion of such compensation which ex 
ceeds such rate Only one levy may be in effect at any one time with respect to 
any one individual under this subsection. No person shall be liable to any other 
person for any amount paid to the Secretary in compliance with a levy made 
under this subsection.” 

(c) Pertiop or LIMtraTion.—Section 276 (c) (relating to collection after as 
sessment) is hereby amended by inserting after “by distraint” the following: 
“or by deduction under section 3664,”; and by adding at the end of such sub 
section the following new sentence: “For the purposes of this subsection, where 
a levy is made under section 3692 (b) within the period of limitation prescribed 
by this subsection, or a notice is received by any employer under section 3664 
(a) within such period, any subsequent levy under section 3692 (b), and any 
subsequent notice received under section 3664 (a), with respect to the same tax 
liability shall also be considered to have been made or received, as the case may 
be, within such period.” 
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Sec. 109 AurHoriry To DISTRAIN. 


Section 3690 (relating to authority to distrain) is hereby amended by strik- 
ing out “collector or his deputy” and inserting in lieu thereof “Secretary”; and 
by striking out the period at the end of the section and inserting in lieu thereof 
a semicolon and the following: “except that, if the Secretary believes that the 
collection of any such taxes will be jeopardized by delay, notice and demand for 
immediate payment of such taxes (together with such interest and other addi- 
tional amounts as are required by law) may be made by the Secretary and, 
upon failure or refusal to pay such taxes, interest, and additional amounts, 
collection thereof by distraint and sale shall be lawful without regard to the 
ten-day period provided in this section.” 


Sec. 110. EXTENSION oF PeErktop oF LIMITATIONS FOR CERTAIN OFFENSES 
(a) Section 3748 (a) (relating to periods of limitation for criminal prosecu 


tions) is hereby amended by striking out “and” at the end of paragraph ); Dy 


striking out the period at the end of paragraph (3) and inserting in lieu thereof 
a comma ; and by adding after paragraph (3) the following new paragrapl 
‘(4) for the offense of willfully failing to pay any tax, muke a return or 


declaration, keep any records, or supply any information at the time or 
times required by w or regulations, and 

“(5) for the offense of knowingly and willfully falsifying, conce ng or 
covering up by any trick, scheme or device a material fact, or making any 


fa st, het tious oF fraudulent statements or representat Ons | ll 

using any false writing or document knowing the sume to contain any false, 

fictitious or fraudulent statement or entry, in any matter within the Juris 

diction of the Bureau of Internal Revenue 

(b) The amendment made by subsectior (a) shall apply to offenses 

mitted on, before or after the date of enactment of this Act: except 
amendments shall not apply to any offense for which the period of li ‘ 
n effect prior to the enactment of this Act expired on or before the date of 
such enactment 





Sec. 111. PENALTY FOR MISREPRESENTATIONS IN REVENt MIATTERS 

Section 3708 (b) relating to fraudulent returns, affidavits, and claims) is 
hereby amended by redesignating the presently designated parayraph (2) as 
paragraph (3); and by adding after paragraph (1) the following hew paragraph 


- I 

~) Any person who, in any matter within the jurisdiction of the 
Bureau of Internal Revenue, knowingly and willfully falsifies, conceals or 
covers up by ny trick, scheme, or device a material fact, or makes any 
false, fictitious or fraudulent statements or representations, or makes or 


uses anv false writing or document knowing the same to contain any false, 


fictitious or fraudulent statement ¢ 


r entry, shall be fined not more than 
$10,000 or imprisoned not more than five years, or both.” 
TITLE 1! AMENDMENTS OF INTERNAL REVENUE CODE 
ADMINISTRATIVE PROVISIONS 
Sec. 201 EXEMPTION FROM REQUIREMENT OF DECLARATION OF EsTIMATED TAX, 
nan) Section 5S (a s hereby amended to read as follows 


Sec. OS. DECLARATION OF ESTIMATED TAx BY INDIVIDUALS 


‘(a) ReQUIREMI OF DECLARATION Kve individual (other than an estate 
or trust and other than a nonresident alien with respect to whose wages, as 
detined in section 1621 1), withholding under subchapter D of chapter 9 is 
not made applicable, but including every alien individual who is l 


subsection (d), make 


a resident of 
Puerto Rico during the entire taxable vear) shall, at the time prescribed in 
declaration of his estimated tax for the taxable year if— 


(1) the amount of tax under this chapter for the tuxable year (deter- 
mined without regard to any credits under sections 3 Al ada3y for taxes 
withheld at source nd without regard to the tax imposed by subchapter E 
on self-emplovinent Thane ee) cah re isonably be ¢€ xpected to exceed by $10 
or more the amount of the credits for the taxable vear under sectiot s 32 
and 35: and 

> 


‘(?) either 


A) his gross income from wages (as defined in section 1621) ean 
reasonnbly lve expected to exceed the sum of 4500 plus Show Ww th 


; 


respect o each exemption provided in section 24 tb) ! 
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“(B) his gross income from sources other than wages (as defined in 
section 1621) can reasonably be expected to exceed $100 for the taxable 
year and his gross income to be more than the total amount of the 
exemptions provided in section 25 (b).” 

(b) The amendment made by this section shall apply only with respect to 
taxable years beginning after December 31, 1952. 

SEc. 202. ABATEMENT OF JEOPARDY ASSESSMENT WHEN JEOPARDY Dors Nor EXIstT. 

AMENDMENT OF SECTION 273.—Section 273 (relating to the abatement of jeopardy 
assessments of income taxes) is hereby amended by adding at the end thereof the 
following new subsection: 

“(k) ABATEMENT IF JpopARDY Dors Nor Exist.—The Secretary may abate the 
jeopardy assessment if he finds that jeopardy does not exist. Such abatement 
may not be made after a decision of The Tax Court of the United States in respect 
of the deficiency has been rendered or, if no petition is filed with The Tax Court 
of the United States, after the expiration of the period for filing such petition. 
The period of limitation on the making of assessments and the beginning of 
distraint or a proceeding in court for collection, in respect of any deficiency, 
shall be determined as if the jeopardy assessment so abated had not been made, 
except that the running of such period shall in any event be suspended for the 
period from the date of such jeopardy assessment until such jeopardy assessment 
is abated.” 

(b) AMENDMENT OF SECTIONS 872 AND 1013.—Sections 872 and 1013 (relating 
to the abatement of jeopardy assessments of estate and gift taxes, respectively ) 
are hereby amended by adding at the end of each of such sections the following 
new subsection: 

““(j) ABATEMENT IF JEOPARDY Dors Nor Extst.—The Secretary may abate the 
jeopardy assessment if he finds that jeopardy does not exist. Such abatement 
may not be made after a decision of The Tax Court of the United States in respect 
of the deficiency has been rendered or, if no petition is filed with The Tax Court 
of the United States, after the expiration of the period for filing such petition. 
The period of limitation on the making of assessments and the beginning of 
distraint or a proceeding in court for collection, in respect of any deficiency, 
shall be determined as if the jeopardy assessment so abated had not been made, 
except that the running of such period shall in any event be suspended for the 
period from the date of such jeopardy assessment until such jeopardy assessment 
is abated.” 

Sec. 203. Apprrion To TAX FOR FAILure To Fite RETURN 

(a) INcome Tax.—Section 291 (a) is hereby amended by adding immediately 
after “5 per centum” where it first appears the following: “of its amount (com- 
puted after deducting therefrom amounts of tax withheld at source on wages, 
amounts paid with respect to declarations of estimated tax, and payments of 
tax made thereon to Government depositaries as prescribed under section 3310 
(f) (2))” 

(b) OTHER TAXES Section 3612 (d) (1) is hereby amended 

(1) By adding immediately after the words “of its amount” the following: 
“(computed after deducting from such amount payments of tax made thereon 
to Government depositaries as prescribed under section 3310 (f) (2))”. 

(2) By striking out the words “except that when a return is filed after 
such time and it is shown that the failure to file it was due to a reasonable 
cause and not to willful neglect, no such addition shall be made to the tax :” 
and inserting in lieu thereof the following: “unless it is shown that such 
failure is due to reasonable cause and not due to willful neglect :’’. 

(c) Errecrive DATE OF AMENDMENT OF SECTION 3612 (d) (1).—The amendment 
of section 3612 (d) (1) provided by paragraph (2) shall apply to any return for 
which the last date prescribed for filing such return is after the date of en- 
actment of this Act. 


SEc, 204. ADVANCE PAYMENT OF TAX. 

(a) AMENDMENT oF Secrion 322 (e).—Section 322 (e) is hereby amended to 
read as follows: 

“(e) PRESUMPTION AS TO DATE oF PAYMENT.—For purposes of this section and 
section 3771, any tax actually reduced and withheld at the source shall, in 
respect of the recipient of the income, be deemed to have been paid by him 
not earlier than the last day prescribed by law for the filing of the return for 
his taxable year with respect to which such tax is allowable as a credit under 
section 32 or 35. For the purposes of this section and section 3771, any amount 
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paid as estimated tax for any taxable year shall be deemed to have been paid 
not earlier than the last day prescribed by law for the filing of the return for spch 
taxable year. For the purposes of this subsection, the last day prescribed by 
law for filing the return shall be determined without regard to any extension of 
time granted the taxpayer.” 

(b) AMENDMENT OF SECTION 3771 (f).—Section 3771 (f) is hereby amended to 
read as follows: 

“(f) PRESUMPTIVE Date oF PAYMENT oF INDIVIDUAL INcOME TaxeEs.—For the 
purpose of this section, if any tax imposed by chapter 1 with respect to any 
individual for any taxable year is paid prior to the last date prescribed by law 
for filing of the return of such individual for such taxable year (determined 
without regard to any extension of time for filing such return), such tax will 
be deemed to have been paid not earlier than such last date. For date of pay 
ment in respect of estimated tax and tax withheld at sourse, see section 322 (e).” 

(c) Errective Datre.—The amendments made by this section shall be applicable 
only with respect to taxable years beginning after December 31, 1951. 

Sec. 205. PAYMENT BY CHECK AND MONEY ORDER. 

(a) Section 3656 is hereby amended to read as follows: 

“Sec. 3656. PAYMENT BY CHECK AND MONEY ORDER. 

“(a) AUTHORITY TO RECEIVI It shall be lawful for the Secretary to receive 
for internal revenue taxes, or in payment for stamps to be used in payment of 
internal revenue taxes, checks or money orders drawn on any bank or trust 
company created or organized under the laws of the United States, any State, 
or any Territory or possession of the United States, and United States postal, 
express, and telegraph money orders, during such time and under such regula- 
tions as the Secretary may prescribe. As used in this section the term ‘bank’ 
includes a domestic building and loan association (as defined in section 3797 (a) 
(19), and any similar association created or organized under tle laws of a 
possession of the United States. 

“(b) CHECK oR MONEY Orverx UNPAID. 

“(1) UntiMaTe LIABILITY If a check or money order so received is not 
duly paid, the person by whom such check or money order has been ten- 
dered shall remain liable for the payment of the tax or for the stamps, and 
for all legal penalties and additions, to the same extent as if such check 
or money order had not been tendered. 

“(2) LIABILITY OF BANK, ET If any certified, cashier’s or treasurer's 
check or money order so received is not duly paid, the United States shall, 
in addition to its right to exact payment from the party originally indebted 
therefor, have a lien for the amount of such check upon all the assets of the 
bank on which drawn or for the amount of such money order upon all the 
assets of the issuer thereof; and such amount shall be paid out of its assets 
in preference to any other claims whatsoever against said bank or issuer 
except the necessary costs and expenses of administration and the reim 
bursement of the United States for the amount expended in the redempton 
of the circulating notes of such bank. 

+) COLLECTION OF UNPAID CHECK OR MONEY ORDER.—In any case in which 
a check or money order received as provisional payment for stamps is not 
duly paid, the unpaid amount may be assessed and collected as if it were a 
tax imposed by section 2700 due, at the time of such receipt, from the person 
Who tendered such check or money order.” 

(b) Section 3950 (b) (relating to credits to the accounts of collectors) is hereby 
amended by strking out the word “and” at the end of paragraph (5) thereof, by 
striking out the period at the end of paragraph (6) thereof and inserting in 
lieu thereof “; and”, and by inserting at the end thereof the following new 
paragraph: 

“(7) UNPAID CHECKS, ETC.—The unpaid amount in respect of any check or 
money order received in payment for stamps pursuant to section 3656, pro- 
vided he establishes to the satisfaction of the Secretary that reasonable 
discretion was exercised in accepting such check or money order and that 
an endeavor was made with due diligence to collect thereon.” 

Sec. 206. INCLUSION OF INTEREST AS PART OF OVERPAYMENT WHEN OVERPAYMENT 
Is CREDITED AGAINST INTEREST OR TAX DUE 

Section 5770 (a) (4) is hereby amended to read as follows: 

“(4) CREDIT OF OVERPAYMENT OF ONE CLASS OF TAX AGAINST ANOTHER CLASS 
OF TAX DUE Notwithstanding any provision of law to the contrary, the 
Secretary may, in his discretion, in lieu of refunding an overpayment of tax 
imposed by any provision of this title, credit such overpayment against any 
tax due from the taxpayer under any other provision of this title. For the 
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purpose of this paragraph, the term ‘tax’ includes interest and any penalty, 
additional amount, and addition to the tax.” 


Sec. 207. Time Limir on Suits FoR REFUND. 
Section 3772 (a) (2) is hereby amended to read as follows: 

“(2) Trme.—No such suit or proceeding shall be begun (A) before the 
expiration of six months from the date of filing of such claim unless the 
Secretary renders a decision thereon within that time, or (B) after the 
expiration of two years from the date of mailing by registered mail by the 
Secretary to the taxpayer of a notice of the disallowance of the part of the 
claim to which such suit or proceeding relates, or (C) after the expiration 
of two years from the date of the signing by the taxpayer of a waiver of 
such notice of disallowance. Such a suit or proceeding in respect of any 
tax imposed by chapter 1 may (despite the preceding sentence) be begun 
before the expiration of the six-month period provided for in clause (A), 
if the amount claimed has been paid by the taxpayer pursuant to written 
notice of a deficiency from any officer or employee of the Department of the 
Treasury.’ 

Sec. 208. EXTENSION OF TIME IN THE CASE OF SATURDAY, SUNDAY, OR LEGAL 
HOLIDAY 
Chapter 5S (miscellaneous provisions) is hereby amended by adding after 
section 5814 the following new section: 


“Sec. S815. Time ror PERFORMANCE oF Acts WuHere LAst Day FALLS on Satur- 
DAY, SUNDAY, OR LEGAL HOLIDAY 
“When the last day prescribed under this title for filing any paper or making 
any payment at the office of the Secretary or any authorized representative of 
the Bureau of Internal Revenue, or for the issuance, signing or filing of any 
paper by the Secretary or any authorized representative of the Burean of In- 
ternal Revenue, falls on Saturday, Sunday, or a legal holiday in the District of 
Columbia, the performance of such act shall not be considered late if it is per- 
formed on the next succeeding day which is not a Saturday, Sunday, or a legal 
holiday in the District of Columbia. For the purposes of this section the last 
day for the performance of any act shall be determined by including any author- 
ized extension of time.” 
Sec. 209. CLARIFICATION OF POWERS OF JOINT COMMITTEE 
Section 5012 (c) (relating to powers of the Joint Committee on Internal Rev- 
enue Taxation to obtain data) is hereby amended to read as follows: 
“(c) Subsections (a) and (b) shall be applied in accordance with their 
provisions without regard to Reorganization Plan Numbered 1 of 1952 or 
to any other reorganization plan becoming effective on, before, or after 


January 1, 1952 
TITLE ILI—AMENDMENTS OF OTHER LAWS 


Sec. 301. INFLUENCE PEDDLING 

(a) Chapter 11 of title 18 of the United States Code is hereby amended by 
adding at the end thereof the following new section: 
“$794. INFLUENCE PEDDLING IN MATTERS BEFORE THE DEPARTMENT OF THE 

TREASURY 

Whoever pays or whoever solicits or receives any money or other thing of 
value, for himself or another, in consideration of a promise or agreement to use 
false accusations, any special inducement or 





personal influence, duress, threats, 
promise of advantage, or any bestowal of any gift or favor or other thing of 
va'ue, to affect in any way (other than by ordinary professional representation) 
any decision of any officer or employee of the Department of the Treasury in 
any matter that is or might come before any officer or employee thereof, or to 
obtain any information of any kind with respect to such a matter other than 
information which is made available by proper authority, shall be fined not more 
than $10,000 or imprisoned not more than one year, or both 
(b) The analysis of chapter 11 of title 18 of the United States Code is hereby 
amended by adding at the end thereof the following: 
“224. Influence peddling in matters before the Department of the T reasury.” 
Sec. 302. UNAUTHORIZED PRACTICE BEFORE THE DEPARTMENT OF THE TREASURY. 
(a) Chapter 15 of title 18 of the United States Code is hereby amended by 
adding at the end thereof the following new section: 
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“$ 202. UNAUTHORIZED PRAcTICE BerorE THE DEPARTMENT OF THE TREASURY 


“Whoever as agent or attorney represents any person before any officer or em- 
ployee of the Department of the Treasury in any matter before such Department 
without a license issued pursuant to regulations prescribed by the Secretary of 
the Treasury under the Act of July 7, 1884 (5 U.S. C., sec. 261), and receives any 
money or other thing of value for himself or another as a fee for such repre- 
sentation shall, unless a license is not required under such regulations, be fined 
not more than $10,000 or imprisoned not more than one year, or both.” 

(b) The analysis of chapter 15 of title 18 of the United States Code is hereby 
amended by adding at the end thereof the following: 

“202. Unauthorized practice before the Department of the Treasury.” 
Sec. 303. ACTIONS FOR RecoveRY OF INTERNAL REVENUE TAXES—JURY TRIAL, 

(a) CLARIFICATION OF EXISTING LAW AS TO JURY TRIAI 

(1) Nothing in Reorganization Plan Numbered 1 of 1952 shall be construed to 
impair any right or remedy, including trial by jury, to recover any internal- 
revenue tax alleged to have been erroneously or illegally assessed or collected, or 
any penalty claimed to have been collected without authority, or any sum al 
leged to have been excessive or in any manner wrongfully collected under the 
internal-revenue laws 

(2) For the purpose of any action to recover any such tax, penalty, or sum, 
all statutes, rules, and regulations referring to the collector of internal revenue 
shall be deemed to refer to the officer whose act or acts referred to in paragraph 


(1) gave rise to such action rhe venue of any such action shall be the same 
as under existing lay 
(b) EXTENSION OF JURISDICTION of District Courtrs.—So much of subsection 


(a) of section 1546 of title 28 of the United States Code as precedes paragraph 
(2) thereof is hereby ame led to read as follows 

“(a) The district courts shall have original jurisdiction, concurrent with 
the Court of Claims of 


“(1) Any civi against the United States for the recovery of any 
internal-revenue t illeged to have been errones isiv or illegally assessed 
or collected, or any | ty claimed to have been collected wit out uthority 
or any sum aileged te have been excessite or in any manner wrong y 


collected under the internal-revenue laws 
(Cc) EXTENSION O Jt Y LRIAI 


(1) Section 2402 ot tle 28 of the United States Code is hereby ame1 ed to 


“§ 2402. JurY TRIAL IN ACI Ss AGAINST UNITED STATES 

“A acti “again he United States under section 1346 of this title shall 
be tried by the court w outa jury, except that any action under paragraph (1) 
of subsection (a) of su section shall, if demand is made therefor by any ] 
to the action, be tried the court with a jury 

(2) The analysis of chapter 161 of tithe 28 of the United States Cod 
hereby amended by s h out the word “denied n the line which reads: 
“2402. Jury trial denied ti gainst United States 


SEc. 304. CLARIFICATION OF SBCIION 281 or TirLe 18 

Section Zs1 of title 18 f the United States Code is hereby amended by insert- 
ing alter “before any department, axe ney, court martial, oflicer, or any civil, mili 
tary, or naval commission,” the following: “or in any judicial proceedings, civil 
or criminal (except as trial or appellate counsel)” 


SUMMARY STATEMENTS CONCERNING THE PROVISIONS oF HI. R. 7893 


TITLE I 


Section 101. Disallowance of certain deductions 


Subsection (a) of section 101 would allow as deductions only those business 
and income producing expenses, otherwise proper, which are substantiated in 
accordance with regulations prescribed by the Secretary. 

At the present time many courts follow the doctrine laid down in Cohan \y 
Commissioner (39 Fed (2d) 540), under which the Court will approximate 


< . Teh . ‘ ‘ ; 
an amount allowable as a deduction, where it 1S reasonable to suppose that 
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sone expenses were incurred, even though the amount claimed is unsupported 
by vouchers, bookkeeping entries, or any notation o:1 any kind. This requires 
the Bureau to make estimates of allowable deductions, and requires the courts 
to review such estimates. According to top field officials of the Bureau, this 
estimating process creates a frequent opportunity for improper pressures and 
is 4 significant source of corruption. 

rhis section would disallow expenses which are not substantiated in accordance 
with regulations prescribed by the Secretary, and so would provide a sanction 
to enforce the requirement that taxpayers keep adequate books and records. 

The section only applies to business and income producing expenses. It is 
customary for careful businessmen and investors to keep records of such ex- 
penses in any event. It isin this area that the major abuses such as exaggerated 
travel and entertainment expenses, occur. The provision would muke no change 
in « xisting law as to deductions for other items such as charitable contributieus 
and taxes, since there has not been evidence of flagrant abuse in these fields. 


Section 102. Loans to political committees 

Section 102 would eliminate any tax benefit for a worthless loan to a political 
committee, or similar organization, by anyone other than a recognized lending 
institution. Rather than permit any question about what so far seems to have 
been a minor problem and to insure that it does not become a major one, this 
section will provide that such a loan, whether it is bona fide or not, cannot give 
rise to a tax deduction if a loss occurs. 

Section 103, Records and financial statement 

This section would amend section 54 of the Internal Revenue Code to require 
every income taxpayer to keep and retain such records, to the extent and in the 
manner prescribed in regulations, as shall be sufficient to establish the amount, 
nature, and source of the gross income, the deductions, the credits, and the other 
matters which may enter into the computation of income subject to tax. 

\r the present time, section 54 states in broad language that the taxpayer 
shall keep such records as the Commissioner may require. This provision would 
amend section 54 to specify the types of information such records should contain 
by including in the law language which is now found in the regulations under 
section DA. 

It is supported by these considerations: (1) It will give express statutory 
sanction to the requirements for adequate books and records and other informa- 
tion of deductions and losses now contained in the regulations. This section 

taxpayer with a clear directive that Congress means for him to 
keep reasonable and adequate books and records, and so will assist field officers 
of the Bureau in enforcing these requirements and make it easier to prosecute 
willfully fail to keep proper records and supply information required 


wi pro de the 


tl who 
by law or regulations. 


S ion 104. Information at source 

his section would amend section 147 of the Internal Revenue Code to require 
b nesses which make payments in money or in services, or in facilities to, or for 
the benefit of any officer, employee, partner, or shareholder, in excess of $200 


annunlly to furnish to the Bureau of Internal Revenue such information with 
respect to these benefits as may be required under regulations. 

lie growing practice of furnish’ng tax-free benefits in various forms (such 
as country-club memberships, housing, yachts, domestic help, and so forth) to 
itives of businesses is reaching such proportions that detailed information as 


t 

to such benefits appears necessary in order to be informed of the nature and scope 
of the problem presented. The provision would not change present substantive 
‘ It would simply clarify the Commissioner's authority to get the informa- 
tien. The major abuse in this area is thought to occur among the officers and 
stockholders in closely held corporations, as well as top executives in publicly 


held porations. This authority to require additional information returns is 


d co 
n ntended to limit in any way the present powers of the Bureau to require 
information from corporations. 

Nection 105. Additions to tax for failure to disclose information as to gross income 


rhis section would impose a civil penalty for failure to disclose the nature 
and sources of gross income. A taxpayer who either willfully refuses or through 
ne licence is unable to establish the nature and sources of his income, greatly 
hinders and makes more expensive the proper auditing of tax returns. To offset 
the added expense of the Bureau, in developing at length facts which are made 
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immediately available by the majority of honest and careful taxpayers, and to 
promote the maintenance of adequate records, this section would impose a 5 
percent additional tax on gross income, the nature and source of which is not 
divulged upon inquiry. At present failures to keep records, when punished, can 
only be punished by criminal sanctions. This type of enforcement is proper in 
certain flagrant cases. However, it has proved of little value in many cases where 
the nature and gravity of the offense is neither serious nor clear enough to 
justify criminal proceedings. This section deals with the problem in a more 
effective way by providing a civil money sanction. 

In order to protect the taxpayer from an arbitrary assessment of this addi- 
tional tax and to reduce the difficulties of proof, the section requires the Secre- 
tary to submit to the taxpayer a written request by registered muil putting 
him on notice as to what information is to be made available. It further pro- 
vides a period of at least 90 days for the taxpayer to comply with the request. 


Section 106. Authority to examine records 

This proposal would grant the Commissioner additional authority to examine 
books and records. Section 3614 (a) of the Internal Revenue Code authorizes 
the Commissioner to examine records only after the end of the taxable year 
involved 

In many instances under the present system, investigations of gamblers, 
racketeers, and other taxpayers who deal primarily in currency transactions dis- 
close that the records have been “lost,” “accidentally destroyed,” or “mis- 
placed.” In other instances the taxpayer alleges lack of knowledge of the 
requirement to preserve records after the return has been filed. The criminal 
penalty for failure to keep records or supply information required by law or 
regulations is provided by section 145 (a) and requires a willful failure. It 
is often impossible to establish the requisite willfulness in the face of a variety 
of explanations which may readily be fabricated. 

If no books or records are available, or if the records are insufficient 
to show the amount of gross income and the deductions, credits, or other details 
required to be shown on a return, the proposed amendment to section 3614 (a) 
would permit the taxpayer to be warned at the time of the preliminary examina- 
tion. This will prevent well-intentioned taxpayers from getting into trouble. 
Failure to keep adequate records in the face of such a warning would then often 
provide the evidence of willfullness necessary to convict under section 145 (a). 


Section 107. Persons assisting in preparation of returns 


The return form used for income-tax returns now requires the name and 
address of the person preparing the return. There is considerable noncompliance 
with this requirement but no sanction which the Bureau can impose. The person 


preparing returns who will not voluntarily sign the return is the very one who 
presents an enforcement problem. The disclosure requirements would be written 
into the law by this section and a sanction for noncompliance provided. 
Section 108. Collection of delinquent tares of employees 

This section would authorize the withholding of compensation from Federal 
officers and employees liable for payment of Federal income taxes. It would also 
provide for a similar procedure to facilitate the collection of delinquent taxes 
from the salaries and wages of employees in private businesses 

At the present time, a surprising number of Federal officers and employees owe 
delinquent taxes to the Government. In almost every case, the employee has no 
property out of which collection can be made, and the sole source of his income 
is his Federal compensation. The Treasury Department is unable to withhold 
from Federal employees for back taxes. The proposal would require the agency 
employing the delinquent officer or employee to withhold 10 percent of the em- 
ployee’s compensation up to a rate of $10,000 per annum and 25 percent of the 
amount in excess of such rate would be withheld and paid over to the Treasury 
until the tax is paid or become legally unenforceable 

In the case of employees other than Federal employees, the difficulty of collee- 
tion is also very great While section 3692 of the Code authorizes a levy upon 
the unpaid salary of the employee, the remedy is unsatisfactory, since it does not 


attach to future earnings \ccordingly, it is considered desirable to provide for 


a continuing 10 percent levy which would attach to wages to become payable. 
Ny on Tor tuthorit fo distrain 
This prov sion amends sect on 3690 to provide that where the collection of any 


tax is believed to be jeopardized by delay, the Department is authorized to make 
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os 


notice and demand for payment and distrain immediately if the taxes are not 
paid. 

The Commissioner, at present has such authority with respect to excise and 
miscellaneous taxes 

In the collection of income, estate, and gift taxes, notice and demand for pay- 
ment must be made at least 10 days before action is taken against the taXpayers’ 
property. This 10-day waiting period, during which the taxpayer has notice of 
the asserted claim, provides an opportunity for secreting, disposition, or removal 
of some property. The lack of authority to make immediate distraint in jeopardy 
cases Inay prove especially serious where the taxpayer is preparing to leave the 
country or where the goods include personal property which may be sold or con- 
cealed 
Section 110. Extension of period of limitations for certain offenses 

Under section 3748 (a) of the Code, prosecution of criminal tax cases in- 
velving a wilfull attempt to evade or defeat a tax and offenses relating to de- 
frauding the Government or assisting in the preparation of false documents 
may be begun at any time within 6 years after the offense. However, with 
respect to other criminal offenses under the Code, such as willful failure to 
lile a return, the period of limitations is only 3 years 

Che short period of time constitutes a serious obstacle to the effective en 
forcement of the revenue laws against gamblers and racketeers who operate 
by cash transactions and cover up their financial affairs, as well as other tax- 
payers who willfully fail to file tax returns 

It is therefore suggested that section 3748 (a) be amended to make the 6-yeor 
ute of limitations applicable to the offenses described above which appear in 


stat 
section 145 (a) 
Nection 111. Pew fy for misrepresentation in revenue matters 

By adding section 3798 to the Internal Revenue Code this section, taken in 
conjunction with section 110, would extend the statute of limitations in any 


tax case where any person willfully falsifies, conceals or covers up by any trick, 
scheme r «le or material fact, or makes anv false, fictitious, or fraudulent 
statement or entr The method by which this is done is to bring the identical 
wordi of sectic 1001 of the Criminal Code into the Internal Revenue Code 
sorar Sit apy s fax matters 
TITLE It 

Nect ) / } prio rom requirement of declaration of estimated tag 

his section we (| eliminate the requirement to file a declaration of estimated 
tax wl e the estimated tax amounts to less than $10 

Elimination of the requirement of a declaration where the amount involved is 
less than S10 would relieve the Bureau of the burden and expense of handling 

arg number of det itions while if nontaxalhle serve no useful purpose It 
vould eliminate the necessity to submit quarterly bills for very small 
amounts of tax In view of the minimal amounts involved, the proposed 
amendment would not violate the principle of “pay as you go.” These tax 


payers who preferred to do so could continue to make declarations and pay the 


Nection 20? lhatement of jeopardy assesament when jicopardu does not ¢ iat 


The Internal Revenne Code provides for the immediate assessment of a 
deficiency of income, estate, and gift tax whenever the Commissioner believes 
that the collection of the tax will be jeopardized by the delay involved in the 
ordinary procedures Which postpone assessment until the disputed issues have 
been settled The “jeopardy assessment” is ordinarily a drastic remedy and 
s invoked only when it appears that the taxpayer may be insolvent, preparing 
to leave the United States, or disposing of his properties. 

It must often be made on short notice and on the basis of facts indicating that 
] 


collection may be in jeopardy Though subsequent investigation may dis 
rs circumstances were such that the jeopardy Hssessment was 


that the taxpayve 
unwarranted, there is no authority in the code to remove a jeopardy assessment 
The purpose of this section is to authorize the Commissioner to abate the 
jeopardy assessment if it appears, upon further investigation that there is no 
risk which justifies the tieing up of the taxpayer's assets 
This section would permit the Commissioner and the taxpayer to litigate the 


issues in the ordinary manner. 
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Section 203. Addition to tax for failure to file return 

This section provides that the penalty for willful and negligent failure to file a 
return shall be computed only on the basis of net tax payable by the taxpayer 
In computing this addition to the tax, credit would be allowed for any portion 
of the tax which has actually been withheld at source, which has been paid by 
the taxpayer as estimated tax, or which has been paid to a depositary in ac 
cordance with income tax regulations 

Since 1943 the collector's offices, acting on the instructions from the Bureau 
have for reasons of equity, followed the practice of computing the penalty on 
the basis of the net amount of tax only, allowing the taxpayer credit for pre 
payments of tax. The amendment would confirm this practice and remove any 
doubt for the future 
Section 204. Advance payment of tar 

This section would provide that all payments of tax made prior to date shall, 
in computing interest, be considered as paid on the last date for payment provided 
by law 

\ similar rule now applies as to all payments except those which are paid by 
the taxpayer after the final date for payment of estimated tax and prior to the 
due date for the taxable year In the case of calendar-year taxpayers this 
would include payments made between the dates of January 15 and March 15 

As u consequence, taxpayers failing to make prompt remittance of their est 
mated tax payments may receive more favorable treatment in the allowance of 


nterest than 


ose who pay their estimated taxes on time or whose income is 
subject to withholding The computation of interest from the actual date of 
payment also, of course, imposes a greater administrative burden than where 


the presumptive date of payment is used 


Nection 205. Payment bu check and money ordei 

This proposal would amend section 3656 of the Internal Revenue Code to: (1) 
Per it ise of nee ‘ chect Ih Payment of stalup taxes, (2) permit the 
receipt of checks d vn « vy bank or trust company organized under the 
iws of any territory possession of the United States in payment for taxes 
or stamps, and (3) permit money orders issned by Savings and Loan Associations 
organized under thi ws of the United States, a Territory or possession to be 
recs ed nN mivmer fer Yes oO stil ps 


Under present law, collectors may lawfully receive certified, cashiers’ or bank 


treasurers’ checks al specified types of money orders, in payment for stamp 
axes and uncertified checks ; ‘ pavment of taxes other tl tamp taxes 
rhe present equirement s to payment for stamp taxes causes additional work 
for the Burean of Interna revenue and inconvenience and vexation to taxpnuvers 
Stamps to be use payment of tare re usu Vv sold financi y respor ‘ 
perso! md organiz ! therefore, per itt yr use of ‘ checks we d 
not diversely affe he reve? eS 
Vhe second part of the proposal would proteet collectors (or directors) of 
internal revenue in accepting checks drawn on any bank or trust company under 
the laws of any territory or possession of the United States to the same extent 
s checks drawn on national and State banks and trust companies At the 
present time, the collector receives checks in the former class on his own respon 
l vas a bonded offic 
Ny } 4iT) Tne Si¢ if pile RT aR part of overpanment 2 hen overpa ymient is 
credited sf infer: f o7 fa due 


Section 3770 (a) (4) authorizes the Commissioner to apply an overpayment 
X against any other tax liability of the taxpave 


i 
The proposed ime ment would extend this section to authorize the appilica- 
tion of any interest on the overpayment against unpaid tax liability While in 
some instances collectors processing small refund claims have applied both the 


overpayment and interest there on against ut paid taxes, doubt has been expressed 
as to whether this procedure is justified under the present lang 


3770 (ay (4) 


lage of section 


From an administrative standpoint, it is clearly desirable that the interest 
“1 in the same manner as the overpayment Application of the interest 
unpaid liability will not only improve revenue collection, but will elimi 
nate the expense and delay involved in separate processing of the interest and 
the overpayment. Accordingly, the amendment provides that interest on an 





20491—52 ° 
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overpayment, as well as penalties or additions to tax, shall be credited against 
unpaid liability in the same manner as the overpayment. 


Section 207. Time limit on suits for refund 

Under present law a suit on a claim for refund of a tax must be instituted 
within 2 years from the date of mailing by registered mail of a notice of dis- 
allowance of the claim in whole or in part. If formal notice of disallowance is 
not made by registered mail, the statute of limitations on a suit for refund on 
the claim remains open indefinitely. 

The proposed amendment to section 3770 (a) (2) provides that a waiver 
by the taxpayer of the notice by registered mail of the disallowance of the 
claim for refund shall be effective to commence the running of the 2-year period 
of limitations during which suit may be breught on the claim for refund. The 
amendment would be oi material assistance administratively, in reducing the 
nuinber of cases forwarded to Washington, speeding up action on cases, and 
saving clerical time and expenses. It would not prejudice the rights of tax- 
payers, since suit on the claim for refund could be maintained within 2 years 
from the execution of a waiver of the notice of disallowance. 

Section 3770 (a) (2) is further amended to allow the taxpayer to sue for 
a refund without regard to the 6-month waiting period when the taxes sought 
to be recouped are paid pursuant to a written notice of deficiency (90-day letter) 
sent to the taxpayer by the Bureau. At present, taxpayers must wait 6 months 
from the time the claim for refund is submitted to the Bureau before bringing 
suit This is proper in the ordinary case in order to allow the Bureau to 
consider the claim. This provision assumes the Treasury has considered the 
issues involved and decided thein adversely to the taxpayer or it would not have 
issued the $0-day letter. This being so, it is unlikely that the Bureau will allow 
the claim and the 6-month waiting period represents a needless delay. A wait- 
ing period is especially bothersome to taxpayers since the calendars of the 
District Courts are very crowded. 

Section 208. Extension of time in the case of Saturday, Sunday, or legal holiday 

This amendment is designed to provide a uniform rule, applicable both to tax- 
payers and the Commissioner, that whenever the last day for performing 
any act under the code falls on a Saturday, Sunday, or legal holiday in the 
District of Columbia, the act will not be considered late if performed on the 
next succeeding day which is not a Saturday, Sunday, or such legal holiday. 

At the present time the Internal Revenue Code contains such a provision only 
with reference to the filing of a petition in the Tax Court. The regula- 
tions issued under the income, estate, and gift taxes provide that a return 
may be filed or payment of tax made on the succeeding business day where 
the due date falls on a Sunday or legal holiday, and similur regulitions are 
applicable to several of the miscellaneous taxes. However, the Tax Court 
has held, for example, in considering whether a claim for refund is timely 
and in considering the validity of an assessment list signed by the Commis- 
sioner, that where the time expires on a Sunday or holiday, the time allowed 
is not extended to the next secular or business day in the absence of an express 
statutory provision to the effect or a manifest legislative intent. 

In order to provide certainty and uniformity in this area, a statutory amend- 
ment is believed desirable. The prepared amendment merely treats as timely 
an act performed on the next succeeding business day, but does not change the 
due dates prescribed in the code. Accordingly, no change would be made 
in authorizations for extensions of time in computation of interest on non- 
piyment of tax, or in any other items which are determined with reference 
to the due date. 


Section 209. Clarification of powers of the joint committee 


When the Bureau reorganization plan was being considered, the question 
was raised as to the effect the plan would have on the joint committee's sub- 
pena power. While the opinions of the General Counsel of the Treasury and 
Attorney General are unequivocal, this provision makes it doubly sure that the 
reorganization did not detract from any of the joint committee’s powers. 


TITLE Il 
Nection 307 Influence pe ddling 
This section makes it a crime for anyone who holds himself out as a “fixer,” 
‘influence peddler,” or as one who otherwise receives special consideration in 
revenue matters to solicit fees from anyone to handle a case by use of such 
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It also penalizes any who knowingly hire such persons to in- 
This type of person is of serious concern to honest Government 
Such persons are a men- 


special means. 
fluence a case. 
administrators and legitimate tax practitioners alike. 
ace even when they do not have the special status they claim because they im- 
properly destroy the faith of the taxpayer in his revenue administration 

The difficultv of drafting satisfactory language is very great. Criminal sanc- 
tions should apply only to clearly defined crimes. Clarifying changes in the 
present draft may be necessary to make application of the section reasonably 
certain. If acceptable alternative solutions are available, they should be care- 
fully considered 
Section 302. Unauthorized practice before the Department of the Treasury 

This provision would establish criminal sanctions for unauthorized practices 
before the Treasury Department. 

Title 5 of the United States Code, section 261, authorizes the Secretary to pre- 
scribe rules and regulations governing the practice of agents, attorneys or other 
representatives of claimants before the Department. Under these regulations 
an applicant must demonstrate good character and reputation as well as pro- 
fessional qualifications before a license is issued authorizing him to practice 
before the Department in tax controversies. The license is subject to revocation 
at any time for failure to conform to the required standards. 

The provisions oi section 261, title 5, however, are applicable only in the 
determination as to whether or not a persin is to be recognized by the Depart- 
ment as a representative of the taxpayer. No criminal penalties or other sanc- 
tions are imposed at the present time for acting as agent or attorney for a 
taxpayer without being authorized to practice before the Deparment or after 
such authorization has been revoked. 

In general, employees of the Department are instructed not to discuss any 
ease with an agent, attorney or representative of a taxpayer unless a certificate 
of the individual's authorization to practice before the Department is presented. 
Circuinstances have nevertheless heen shown by the subcommittee hearings in 
which unlicensed and unauthorized individuals have appeared in cases contrary 
to the reculations prescribed by the Secretary. 

The provisions, by recognizing that certain representation is not required to 
he licensed under present law such, as preparing returns, appearing at audits, 
appearing with or as an employee of the taxpayer, ete., makes it clear that 
persons such as public accountants who give much valuable tax assistance will 
not be required to be licensed to perform duties for which they are not now 
required to be licensed 

This section presents many of the same difficulties of language that arise in 
section 301. For that reason it should have the same careful study and review 
that section 301 requires 


Section 303. Actions for reco ery of internal revenue tares—Jury trial 
This proposal would extend the jurisdiction of district courts to any civil 
action against the United States for the recovery of any internal revenue tax, 
with provision for a jury trial in such case 
The right to jury trial in suits for refund of taxes was the subject of con- 
siderable discussion during consideration of the President’s Reorganization Plan 


No. 1 of 1952, relating to the Bureau of Internal Revenue As a result of adop- 
tion of the reorganization plan, it is the opinion of the General Counsel of the 
Treasury Department and the Attorney General that suits for refund heretofore 
brought against the collector may be brought against the Director of Internal 
Revenue in the future. This provision insures that the reorganization plan has 


not inadvertently detracted irom taxpayer's rights in suits by refund. 
Section 304 Compensation to Members of Conare 88, officers, and others in matters 
affecting the Government 
rhis section does little more than clarify the original intent of Congress in 
enacting section 281 by barring"Members of Congress and other Federal officials 


from all representation of persons before agencies and departments of the 
Federal Government for con pensatior Section 281 as it stands dces not bar 
representation of clients in judicial proceedings. This has led some to attempt to 
construe the statute te allow such officials to undertake represent ition of persons 
before departments vhere the matte r involved, if not sett ed, 1 ay end in the 
courts While such a construction has never been upheld n the courts this 


al nan t ) } ] t 
amendment would make clear that any representation before a ds partment or 
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agency is illegal and that a Federal official may only appear in open court when 
the case has reached the trial or appellate stage. 





House OF REPRESENTATIVES, 
COMMITTEE ON WAYS AND MEANS, 
SUBCOMMITTEE ON ADMINISTRATION OF THE INTERNAL REVENUE LAWS, 
Washington, D. C., May 26, 1952. 

My Dear MR. Doventon: On May 16, 1952, I introduced H. R. 7893 entitled 
the “Revenue Administration and Enforcement Act of 1952.” I am most sorry 
that the forthcoming primary elections in California prevent my being present 
at the hearings on the bill. In my absence I would deeply appreciate your 
making this letter a part of the record at the beginning of the Committee hear- 
ings and also a summary statement of the provisions of the bill which I am 
enclosing. 

The holding of hearings by the Committee on Ways and Means will serve the 
purpose of giving our Subcommittee members the benefit of the testimony and 
at the same time facilitate an early formulation of views by the entire com 
mittee in the interest of expediting action on the bill. 

Che Subcommittee on the Administration of the Internal Revenue Laws of the 
Cominittee on Ways and Menas, of which you asked me to serve as Chairman, 
has been investigating many aspects of the administration of tae revenue laws 
in order to determine whether the laws already enacted have been properly 
administered and to develop such new legislation as might be needed. The 
introduction of H. R. 78938 constitutes an interim action based on the Subcom 
mittee S activil to date 

The provisions of the bill are primarily the outgrowth of the public and execu- 
tive session hearings held by the subcommittee and particularly of the public 
hearings held from January 22 to 25 of this vear, during which a number of 
specific inquiries were put to the Commissioner of Internal Revenue for recom 
mendations concerning most of the problems with which this bill now undertakes 
to dea See proposals for strengthening tax administration, hearings before a 
subcommittee of the Committee on Ways and Means, 82d Cong., 2d sess., on 
Adminisration of the Internal Revenue Laws, pp. 9S—100.) 

Phe bill does not encompass all of the legislative recommendations which may 


issue from the subcommittee’s investigation, but I believe it was important to 
ntroduce H. R. 7803 as a basis for early hearings because of the urgency of 
many of the problems with hich it proposes to deal and because final action 


on many of the provisions should be taken only after giving an opportunity to be 
heard to Government witnesses and persons representing taxpayers and tax 
practitioners 

rhe sections in title I are designed primarily to correct weaknesses in present 
enforcement provisions, some of them of serious proportions. These provisions 
should not require prolonged debate or discussion. Their policy objectives are 
clear and the difficulties of legislative drafting are not great once the policies 
involved are endorsed. 

The provisions of title II pertain more to routine administration than to en 
forcement With minor exceptions, if any, they relate to entirely noncontro 
versial amendments which would aid both the Bureau of Internal Revenue and 
tuxpayers by promoting smoother, more efficient administration. There should 
be little difficulty over these provisions it would seem to me. While some, taken 
alone, are of minor significance, in the aggregate they would make a sizable 


contribution to tax administration 

Title IIf deals with a number of unrelated matters. Sections 301 and 302 
require separate mention below because of the special problems they present 
Section 303 would insure that the existing right to a jury trial in suits for tax 
refunds is not affected by the Reorganization Plan No. 1 of 1952 and would alse 
extend the right to jury trial in suits against the United States in which it does 
not now exist. Section 304 would simply clarify beyond any doubt the present 
scope of section 281 of the Criminal Code relating to practice before Federal de 
partments by United States officials, officers and employees. 

I believe enactment of the provisions of titles I, II, and IIIf that I have 
already described with such technical and otherwise improving amendments as 
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might appear desirable in the light of the hearings being held, would represent 
a significant contribution to revenue administration by the Kighty-second Con- 
gress. These provisions of H. R. 7893 would provide the Bureau with some of 
the additional tools necessary to administer properly the revenue laws, primarily 
by requiring taxpayers to keep the records which they need to have in order to 
prepare an accurate return of tax. It would give the Treasury the civil sanctions 
adequate to deter the carelessness in reporting which leads to poor administra 
tion and collection, but which is most often not of a criminal nature. 

The task of tax collection is to collect the revenue needed to run the Govern- 
ment on as nearly voluntary a basis as possible. In cases where this compliance 
completely breaks down it becomes necessary to resort to criminal sanctions, but 
in the overwhelming number of cases, civil money sanctions to promote and en 
force the law are more appropriate, fairer and more effective than the threat of 
criminal prosecution. The average taxpayer will be aided in accurate voluntary 
reporting by requiring adequate records and careful preparation of returns. 
Exaggeration of deductions and failures to report income result mainly from 
poor records and carelessness. I do not believe that there are many American 
citizens who with accurate records before them, deliberately cheat or falsify. 
Those who do stoop to do this must be dealt with firmly and the bill improves 
criminal and other enforcement measures by extending the statutes of limita 
tion on certain offenses to 6 years and by giving additional authority to examine 


records, ete 


Sections 301 and 302 of tithe II] require separate discussion They are in 
cluded, not so much from conviction that the provisions in their present form are 
the perfect answer to these questions, but because I and the subcommittee as a 
whole felt that there | been much laxness in this area and that some adequate 
answer must be found to these problems it can be done through the combined 


efforts of the legislative and executive branches of Government and the respon- 
sible organized elements in the legal and the accounting professions who are 
ds of integrity in tax adminis- 


properly concerned with maintaining high standa 
tration 

The problems giving rise to sections 501 and 302, i. e., the intrusion of gang- 
sters, racketeers, influence peddlers, and other unauthorized and undesirable 
persons into revenue administration are of major significance in tax enforcement, 
The best answer to these problems is a strong and vigilant administration by 
rs of the highest integrity and ability. Ultimately there 


Government administt 


is no substitute for these qualities But there may also be need for legislative 
issistance through making Federal crimes of some of the-e malicious rackets, 
These sections are extremely dillicult to put into language broad enough to reach 
the reprehensible conduct and yet precise enough not to inhibit or threaten 
legitimate conduct. | do not underestimate these very real problems. Sections 


(Ol and 302 are included in the bill to present the problem to the subcommittee, 
the whole committee nd ultimately the entire Congress for consideration and 
discussion ro some extent the Committee on the Judiciary may have particular 
interest in these two sections I have no particular brief for the language 
which is used or any particular approach, but the problem is one which I believe 
should be faced and which deserves our most careful attention 

In closing, I desire to acknowledge gratefully the sugvestions and willing 
assistance received in preparing the bill from Mr. Stam, chief of staff of the 
joint committee, Mr. Kirby of the Treasury Department, the representatives of 
the Commissioner of Internal Revenue, and the chief counsel for the Bureau 
of Internal Revenue and the House legislative counsel 

Sincerely yours 
Creer R. Kina. 


Phe CHamman. This bill is quite lengthy and it has occurred to 
the chairman that perhaps we could save time and still accomplish 
our objective by having the witness summarize the bill rather than 
having a full reading thereof. Therefore, subject to objection, we 
shall omit the reading of the bill and have the first witness. the 
Honorable Thomas J. Ly mh h, summarize the bill and explain the pro- 
visions of it. 
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STATEMENTS OF HON. THOMAS J. LYNCH, GENERAL COUNSEL, 
TREASURY DEPARTMENT; AND HON. JOHN B. DUNLAP, COMMIS- 
SIONER, BUREAU OF INTERNAL REVENUE 


The Cuairman. The first witness on our calendar this morning is 
Mr. Thomas J. Lynch, General Counsel of the Treasury Department. 
Mr. Lynch, would you prefer to make your principal statement with- 
out inte rruption, or answer questions as you go along ¢ 

Mr. Lyncn. Either way, whichever suits the convenience of the 
committee. Mr. Chairman, we have a report on the bill and I thought 
it would be helpful if I first read the report which summarizes the 


more imports int provisions. = 

The CrarMan. You may proceed. 

Mr. Lyncu. Mr. Chairman, there is a press release of May 16, 1952, 
by the Subcommittee on Administration of the Internal Revenue Laws, 
by its chairman, Representative Cecil R. King, which provides some 
explanation of the bill and I thought it might be helpful if that were 
made a part of the record at this time. 

The Cuarrman. Without objection, it is so ordered. 

(The matter referred to is as follows :) 

SUBCOM MITTEE ON ADMINISTRATION OF THE INTERNAL 
REVENUE Laws, 
Washington, D. C., May 16, 1952. 
Press release. 
For immediate release. 

Representative Cecil R. King, chairman of the King subcommittee investigating 
the administration of the internal-revenue laws, today introduced a bill in the 
House of Representatives aimed at correcting many of the evils which the King 
subcommittee has found in the course of its tax investigation. Mr. King made 
the following statement concerning the bill: 

“This bill (H. R. 7898) contains many provisions which would make a sub- 
stantial contribution to improving tax enforcement and administration. While 
I am personally introducing the bill, its provisions have been considered by the 
subcommittee and thre is complete agreement on the importance of introducing 
a bill of this kind at the present time and urging its prompt passage. There 
is also substantial agreement in the subcommittee on the objectives of the bill, 
but I and the other members of the subcommittee will withhold final decisions 
on specific details and provisions until we have had the benefit of public hear- 
ings, which it is contemplated will begin on Thursday, May 22, 1952. In the 
initial consideration of the bill, the subcommittee has had the assistance not 
only of its counsel and staff, but also of Mr. Stam, chief of staff of the Joint 
Committee on Internal Revenue Taxation; Mr. Kirby, the Treasury tax legis- 
lative counsel; and representatives of the office of Commissioner of Internal 
Revenue John B. Dunlap. 

“The bill will stiffen income tax record-keeping requirements and will impose 
civil and criminal sanctions for willful failures to comply with these require- 
ments (secs. 101, 108, 105). One of the most flagrant sources of inequity and 
of corruption has been found in the inadequacies of existing record-keeping re- 
quirements and enforcement of these requirements. While the subeommittee 
will not sanction unreasonable requirements of record keeping, particularly 
in the case of millions of small taxpayers, it has become clear from our investi- 
gations that under present law exorbitant unsubstantiated deductions have 
frequently been claimed for such items of business expense as entertainment 
and promotion. Without the power to enforce adequate record keeping, the 
Bureau of Internal Revenue has been required to allow such deductions on an 
estimated basis. This, coupled with poor enforcement, has provided perhaps 
the most fertile field for the corruption of Bureau employees by unprincipled 
taxpayers and their representatives, and has also provided opportunities for 
extortion by unscrupulous agents. Under the bill the Bureau of Internal 
Revenue would require records to explain both sources of income and to sub- 
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stantiate claimed deductions, and could impose money penalties as well as penal 
sanctions for willful failure to comply. 

“The bill would also extend enforcement powers in tax fraud cases, principally 
by extending the statutes of limitation which apply in criminal prosecutions for 
willful failure to file returns or keep records and for making knowingly false 
statements to the Government (sec. 110). At the present time many of these 
offenses are covered by a 3-year statute of limitations which has effectively 
prevented many prosecutions. 

“The bill also undertakes to deal with another most serious and difficult 
problem, namely, that of ‘influence peddling’ (sec. 301). The bill imposes crim- 
inal penalties against persons who receive compensation in exchange for agree- 
ments to use or attempt to use improper influence in the disposition of tax cases, 
whether criminal or civil. The bill penalizes persons who hold themselves out 
as able to wield improper influence and protects legitimate practitioners. 

“The bill would also exact a greater responsibility from taxpayers’ representa- 
tives who prepare tax returns and represent taxpayers in examinations of returns 
by internal-revenue agents (sec. 107). Under the bill persons who, for fees, 
prepare tax returns, would be required under specific sanctions to state their 
names and addresses on the returns and taxpayers would be required to disclose 
on the returns the names of persons to whom they have paid fees for assistance 
in the preparation of returns. The present return form calls for this informa- 
tion, but there is noncompliance among irresponsible persons and the Bureau is 
without the enforcement sanction this provision would provide. This provision 
will create more direct control over the ethics and standards of persons in the 
business of preparing tax returns, 

“The bill would also clarify beyond further argument the alleged ambiguity in 
the statutory prohibitions forbidding Members of Congress and other Federal 
officials from receiving fees for handling matters pending in executive depart- 
ments (sec. 304). The present law on this subject appears clear, but it appar- 
ently has not been adequately enforced and it would be beneficial to have the 
matter restated so that it may be completely clear to everybody that officials of 
the United States may not improperly use the influence of their office to affect 
the disposition of matters in the executive departments. 

“The bill would also authorize the Bureau of Internal Revenue to obtain infor- 
mation as to the extent of the property and facilities made available by busi 
nesses to employees, officers, and stockholders (sec. 104). The committee has 
seen enough of the abuses that are possible to know that some businesses are 
contributing to the personal and living expenses of their officers, employees, and 
stockholders through making available such things as country club memberships, 
domestic help, hotel and apartment suites, airplanes, and other expensive luxuries 
Without such a provision as this, the Bureau does not have nearly enough infor- 
mation to determine to what extent these business outlays do not in fact repre- 
sent legitimate business expenses but instead an effort by officials to live tax-free 

“The bill would also apply specific penalties to persons who engage in unau- 
thorized practice before the Treasury Department (sec. 302). In the course of 
the committee’s investigation case after case came to its attention of persons 
not admitted to practice before the Department who made appearances in appar 
ent attempts to influence cases. In some instances it is claimed that such appear- 
or authority of the taxpayers involved 


ances are made without the knowledge 
It is important to the Bureau and to honest and competent tax practitioners that 
persons who are not professionally qualified and are not specifically authorized 
to represent taxpayers will not interfere in the handling of tax cases before the 
Department. 

“The bill would disallow a bad-debt deduction for any loan made to a political 
committee by anyone other than a bank or lending institution. 

“The bill also contains a number of technical administrative provisions de- 
signed to improve enforcement and administration (title II)... These provisions 
have been incorporated in the bill based upon Bureau of Internal Revenue ex- 
perience in these matters. While some of the provisions are of a technical 
nature and limited application, in the aggregate, they will make an important 
contribution to improved administration. A subcommittee such as ours should 
be responsive to the needs of the Bureau of Internal Revenue for constructive 
technical improvements of this kind. 

“Finally, the bill (see. 303) also contains provisions which would guarantee 
the preservation of the right to trial by jury in suits for refunds against the 
person who is responsible for the collection of taxes and which would extend the 
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right to trial by jury to suits against the United States. Until now the right to 
a trial by jury has been confined to suits brought against the individual tax 
collector. The provisions of the bill would constitute a consent by the United 
States to a jury trial in suits broucht directly against the Government. This is a 
desirable provision in connection with the Bureau reorganization plan. 

“The subcommitte hopes that in the forthcoming hearings all persons and 
groups interested in revenue administration will make known their comments 
and sugcgestions as to the enforcement and administration problems dealt with in 
this bill. The Secretary of the Treasury and the Commissioner of Internal 
Revenue have been invited to express their views on these matters as the first 
witnesses at the public hearings. 

“Upon completion of the hearings on H. R. 78938, the subcommittee will hold 
additional hearings to receive a status report on the Bureau's activity under 
Reorganization Plan No. 1 of 1952 and will also hear reports of the Bureau's 
analysis of the administrative procedure and problems which the subcommittee 
requested in its January hearings on revenue-improvement measures 

Mr. Lyncen. Mr. Chairman, I have here a report on the bill by the 

Mr. Lyneu. Mr. Cl n, I] t the bill by tl 
Acting Secretary of the Treasury, which ts addressed to you as chair- 
man of the Committee on Ways and Means. 

Reference is made to the bill H. R. 7893, a bill to provide for im- 
proved enforcement and administration of the revenue laws, and for 
other purposes and to your request, under date of May 19, 1952, for the 
views of this Department thereon. 

As indicated by Representative King, the sponsor of this bill, and 
the chairman of the subcommittee of the Ways and Means Committee 
to investigate the administration of the internal revenue laws, the 
general purpose of this legislation is to provide remedies for certain 
situations and conditions which came to the attention of the subcom- 
mittee in the course of its recent Investigation. These problems are 
dealt with in sections LOL, 102, 105, 107, 209, 301, 302, and 304, which I 
shall discuss in some detail in this report. The bill also contains cer- 
tain other provisions of a technical nature which are designed to im- 
prove the efficiency of tax administration and ease taxpayer comphi- 
ance. ‘These provisions are found in sections L035, LO4, 106, 108, 109, 
110, 111: sections 201 through 208 and section 303. These sections 
were incorporated in the bili largely at the request of the Treasury 
Department. Two of these sections, sections 104 and 303, are of more 
general interest and L will discuss them in some detail in this report. 
Provisions of the bill not considered in the report are described fully 
in the attached appendix, which will be a part of this report. 

Now, coming to the more important sections, I first take up section 
101, which is as page 3, line 4, of the bill. 

Section 101, disallowance of certain deductions, would allow as 
deductions only those expenses incurred in connection with a trade or 
business or for the production of income, otherwise proper, which are 
substantiated in accordance with regulations prescribed by the 
Secretary. 

At the present time many courts have been following the doctrine 
laid down in the Cohan decision (39 F. (2d) 540), under which they 
will approximate an amount allowable as a deduction, where it is 
reasonable to suppose that some expenses were incurred, even though 
the amount claimed is based on estimates unsupported by any voucher 
or record entries of any kind. This places the Department in the 
difficult position of making estimates of allowable deductions, and the 
courts in the position of reviewing such estimates. 

Enactment of the propoal, which disallows expenses which are not 
substantiated in accordance with regulations prescribed by the Sec- 
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retary, attaches a legal sanction to the requirement that adequate 
books and records be maintained. One aspect of the section should be 
noted, however. It is limited in its application to deductions under 
section 23 (a) arising from the operation of a business or from the 
production of income; such a limitation would appear to give rise to 
problems of determining the extent of substantiation which can be 
required for deductions under other subsections of section 23. It is 
suggested that a saving clause be included in the provision which will 
show clearly that the proposed rule does not in any way diminish any 
authority to require substantiation which the Treasury now has under 
other prov isions of the code. 

It is also suggested that the rule proposed by the bill be extended 
to wagering losses under section 23 (h). This is a particularly difli- 
cult area, comparable to travel and entertainment expenses under 
> (a), in W lich a requirement of substant ation prior to al 
lowane e would be most helpful. 

The next section of the bill commented upon in some detail in the 


report is section 102 


section 


Section 1Ov, loar to political committees, amends the provision of 
deduction for those bad-debt losses resulting from a loan to a political 
committee, It would not be applicable to bank loans. 


the code allowing a dedu tion for losses Gn bad debts, Lo prohibit i 


This pro\ iIs1on Is comparable to the prov ision now in the code, sec 
tion 24 (b)., which disallows all losses between familv members from 
sales or exchanges of property, The Treasury Department has no 


objection to the provision since its enactment would eliminate the 


administrative determination as to the tax treatment of such trans 
actions. 

The next sectiol s 104, which would amend section 147 of the 
code 

Mr. Reep. Mr. Lynch, is that all you are going to say in regard 
to section 103? , 

Mr. Lyxcu. That is commented upon in the appendix. Perhaps I 
should nave expla ned at the outset that the report takes up 

Mr. REED. | just Want to reserve the rivht to ask some questions on 
that section later on whet you do comment upon It. 


Mr. Ly NCH. ‘| nat w 1] be covered after this first group of section 
as | explained mn the ntroductory statement of ou repart. 

Mr. Kean. Mr. Chairman, I understand that we will have the op 
porcvunity later to ask questions on al! these sections 7 

Phe Cuamman. That is correct. 

Mr. Ky in. | have some questions that I want to ask about section 
LOL, to which Mr. Lyn h has just referred. 

Mr. Curris. Mr. ¢ hairman, reference has been made to the report. 
Is that somethin ev which we shall receive later / 

Mr. Lyne Il. | ain prepared to subi iit if now, 

Mr. CURTIS. Are there coples available tor the member of the com 
mittee / 

Mr. Lyncu. Tam sorry, there are not sufficient copies for each mem 
ber of the committee. There has not been time enough to have this 
report mimeographed. 

Mr. Ki an. I think it would be helpful if we could each have a COpy, 
SO We could follow you as you fo along. 

Mr. Reep. How long would it take for you to send copies up? 
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Mr. Lyncu. I should like to suggest that we might get that under 
way immediately and get them here just as soon as possible. 

Mr. Coorer. Mr. Chairman, just so that we may have a clear under- 
standing of this, you have commented on the section of the bill as 
they appear therein, up to section 103. And you state that you will 
comment on that later on ? 

Mr. Lyncu. That is correct. 

Mr. Coorrr. Now, you are about to proceed to discuss section 104? 

Mr. Lyncen. That is correct, if I may. 

Mr. Coorrr. I suggest, as you come to sections of the bill on which 
you are going to comment later that you tell us that as you go along, 
so that we may keep up with the bill. 

Mr. Lyncu. I shall do that, sir. 

Mr. Jenkins. Mr. Chairman, I should like to ask a question or two 
at this point. You are now coming to section 104? 

Mr. Lyncu. That is correct. 

Mr. Jenkins. Section 104 of the bill states: 

Section 147 is hereby amended by striking out subsection (c) and inserting in 
lieu thereof the following new subsections 

Here is what I want to know: What is section 104? It may have 
10 or 15 subsections in it. How can we fit it into your comments if 
we do not have in front of us a copy of the laws to which these amend- 
ments are pertinent? Could you provide us with that as you go along? 

Mr. Lyncen. We should be happy to do that, Mr. Jenkins. 

Mr. Jenkins. I should not want you to do that if it is too big a job, 
but you see the point that I am driving at. There may be language 
in that section which you are proposing to amend. Unless we have 
that section in front of us, how do we know how that fits in with the 
statute as it is now? 

Mr. Lyncu. I thought perhaps it would be a convenience if we 
supplied you with a copy which shows the language of the statute as 
it is now, and then the language of the proposed amendments. 

Mr. Jenkins. That is my point. 

Mr. Lynen. I agree, Mr. Jenkins. 

Mr. Coorrer. Mr. Chairman, with reference to Mr. Jenkins’ sugges- 
tion, which would be helpful to us in following the bill, I concur 
because, as he mentioned, the bill Says: 

Section 147 is hereby amended by striking out subsection (c) 
and so forth. We should know what subsection (c) is in order to 
follow intelligently what you suggest. 

Mr. Jenkins. That is my point exactly. I cannot follow you at all 
in your statement because I do not know what you are referring to in 
the law itself. 

Mr. Lyncn. I understand. 

The Cuatrrman. Proceed. 

Mr. Lynen. Section 104 would amend section 147 of the code to 
permit the Secretary to require, to the extent and in the manner pre- 
scribed in regulations, information returns of any taxpayer making 
payments of money or property or making available any service or 
facility to or for the benefit of its officers, employees, partners, or share- 
holders. No return with respect to any individual could be required 
if the aggregate value of payments or services during the year is less 
than $200. 
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There appears to be a growing practice of businesses assisting their 
officers, employees, and shareholders in maintaining higher and more 
luxurious standards of personal living, not by direct cash payments, 
but by making available for personal use such things as houses, hotel 
rooms, and apartments, automobiles, airplanes, and yachts, expensive 
free vacations and the like. Information as to the form, the amount, 
and the recipients of such benefits is deemed necessary in order that 
such items as may properly constitute personal income to the recipients 
may be traced into such recipients’ returns and in order that the payor 
of such items may be permitted to deduct only such of these items as 
constitute allowable business deductions. In addition, the develop- 
ment of such information is essential in connection with the studies 
being made to determine the extent to which additional administra- 
tive or legislative action may be necessary. ‘The $200 limitation is in- 
tended as a floor to eliminate the necessity for reporting incidental and 
customary benefits granted to employees. 

It is likely that under existing law, sections 54 and 147 permit such 
a requirement being imposed by regulat 1oOns, but it is believed desirable 
for Congress to emphasize the desirability of such a requirement by 
clearly granting to the Secretary the power to require such informa- 
tion at the source regardless of whether such items may constitute 
“salaries, wages, premiums, annuities, compensations, remunerations, 
emoluments * * *” within the meaning of section 147 (a) of the 
Code. 

Mr. Jenkins. May I ask a question there, Mr. Chairman? Let 
me see if this would be the result of your program. For instance, if 
we pass this bill, each one of these amendments will fit somewhere into 
the present structure of the law 

Mr. Lyncu. That is correct. 

Mr. Jenkins. Practically speaking, you are not proposing any new 
basic law ¢ 

Mr. Lyncu. That is true. This section last mentioned, 104, which 
proposes to amend section 147—the purpose of that amendment is to 
make it clear that there is authority to ask for information, this class 
of information. 

Mr. Jt NKINS. So that. if this bill is passed, we shall pass it before 
the next tax-paying time comes around. Then new instructions will 
go out and explain these changes ? 

Mr. Lyncn. That is correct. 

Mr. Jenkins. That will give everybody a chance to know that next 
year things will be different than they are this vear. 

Mr. Lynenu. That is correct. For instance, section 104 will amend 
section 147 and that will require regulations and those regulations 
would in due course be followed by specific instructions. 

Mr. Jenkins. Thank you. 

Mr. Lyncn. Section 105, addition to tax for failure to disclose in- 
formation as to gross income, would provide an addition to the tax 
of 5 percent on the amount of TOSS income, the nature and source of 
which is not disclosed upon inquiry. The taxpayer who either will- 
fully refuses to divulge his true gross income and its nature and 
sources or because of W illful neglect is unable to do SO greatly hinders 
and makes more expensive the proper auditing of tax returns. This 
section will provide a pract icable sanction to offset the added expenses 
of the Bureau in developing facts which are usually made available 
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by the majority of honest and careful taxpayers and to induce every 
taxpayer to keep adequate records as to the nature and source of his 
Income. 

The Cuarrman, I do not see exactly how you differentiate that case 
from a case of fraud. Where do you draw the line between neglect 
and fraud ? 

Mr. Lyncu. This is directed at those cases which have come to the 
attention of the subcommittee, as explained I believe in their state- 
ment, where the taxpayers give only the most general statement as 
to sources of income, which makes it difficult for a proper audit, or to 
verify the source of the income. It may not be a fraud case. More 
generally it is directed to a situation where there is only the most gen- 
eral statement as to the source of the income and therefore it is all 
the more difficult, sometimes impossible for the Bureau by its audit 
procedures, to discover a violation, or to decide whether or not the 
return 1s a correct return. 

The CHarrman. I am not sure that I understand it yet. It is pre- 
sumed that the taxpayer knows more about his income than anybody 
else so that the responsibility to report is upon him. If it is neces- 
sary to search out information concerning a taxpayer's income where 
there has been a failure to report income and where he refuses to 
furnish the information upon request with a resultant waste of time 
and money to locate the source of that unreported income then I 
do not see how you differentiate that from a fraud case. 

Mr. Lyncu. That is correct, Mr. Chairman. That is to say, if we 
found other sources of income that were not reported. But this is 
directed toward a situation where a person does not report the nature 
or source of his income and in order to make an audit of his return, we 
seek to learn the nature and source of his income. He refuses to 
divulge the information or, for some reason or other, he says that he 
has not kept books, or that he has lost the books that he had, something 
of that sort, so thet we do not get the information as to the nature and 
sources of his income. On that basis alone, that would permit the 
imposition of this 5 percent addition to the tax. 

The CHatrMan. I suppose this proposed provision is offered as a 
result of the experience that you have had in this type of case. Is 
this a provision that was proposed by the Bureau of Internal Revenue 
or by the Treasury, or is this proposed by the subcommittee? I infer 
from what you say that it is the result of experience that the Bureau 
has had im such cases ¢ 

Mr. Lyncn. The Bureau has had such experience and, in addition 
to that, I think the subcommittee—of course, it would be preferable 
for the subcommittee to speak for itself rather than for me to speak 
for it; but it is my understanding that situations of this kind came 
conspicuously to the attention of the subcommittee, and that is why 
it is proposed that they be dealt with in this way. 

Mr. Byrnes. Mr. Chairman, I think one of the specific cases which 
is in our rec ‘ord, the ease of Mr. Grunewald, whom we had before 
us on a number of occasions, and who simply re ported his gross income 
as fees and commissions, in a round figure. There was no way of 
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determining exactly what the source of his income was and whether 
he was really reporting all of his gross income. ‘The only way to get 
at that information was to require the source of the income, instead of 
having it reported in such a general statement as fees and commissions. 

There is no wav of knowing whether fraud has been committed 
unless the man is compelled to specify the actual source of the income 
reported. ip 

Mr. Coorvrer. Mr. Chairman, I am inclined to favor proper provisions 
that will improve the administration of the revenue laws and protect 
the revenue of the Government. It was not my privilege to be a 
member of the subcommittee. I should like to ask a question for 
information as to whether a legal question might possibly be involved 
here. Iam hoping that you might be able to give me some assistance 
on that or might be prepared to clear up any questions that might 
be raised by others in that connection. 

The Constitution guarantees to each individual the right to refuse 
to incriminate himself. That is correct; is it not? 

Mr. Lyncu. That is correct. 

Mr. Cooper. Is it not true that the Supreme Court has held that 
while a taxpayer may be required to state accurately the full amount 
of his gToss income, he may not be compelled to disclose the source of 
any item of income if he claims that such disclosure would tend to 
incriminate him? 

Do you think this proposed penalty may be imposed constitutionally 
upon a taxpayer W ho claims his constitutional pris ileve against self- 
incrimination’ What have you to say to us on that ¢ 

Mr. Lynen. I would like to say this. I would not presume to try 
to answer the question. ‘There is the further question whether any 
claim of violation would be directed to the whole statute itself, to the 
face of the statute, or whether the statute would be interpreted so that 
if a person claimed the privilege, then the additional 5 percent could 
not be imposed against him. 

I try to make this distinction as to whether or not the statute might 
be said on its face to be violative of that provision, or whether or 
not the statute might be interpreted so that if one claimed that he 
was not disclosing information on the ground that to disclose it might 
tend to incriminate him. then he would continue to have that right. 
if he so made that assertion on the face of his return. So I would 
rather not try to answer that question. There is, of course, as you 
know, a question before the courts now with respect to the gambling 
tax as to whether or not the requirement for the disclosure of informa 
tion In connection with the registration provisions is a violation of 
that privilege against self-incrimination. That is pending in the 
courts now. 

Mr. Coorer. I am sure you will agree that we all want to try to 


N ike whate ver we do here as sound levally ns it is pos ble to make 


t. I was } ist wondering whether vou, as a lawyer, with wide exper- 
lehce n tax matters. would think that There was any reasonabie qu S 
tion that could be raised in this connectio1 I am jus= asking the 


question for information. 
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Mr. Lyncu. On the basis of those cases to which you have referred 
it would appear that the privilege of refusing to give information 
that might be self-incriminating would be available to the t taxpayer. 
Whether there is anything on the face of this statute which would 
take that away from him, I do not know. There may be cases where 
the privilege against self-incrimination is not applicable at all. There 
alah be many cases where there would be no ground for not giving 
the information on the basis of self-incrimination. In that case it 
would appear that the statute would not be violative of the privilege 
against self-incrimination. In other cases, where the person would 
assert the privilege against self-incrimination, the question would be 
whether the courts would say, “Notwithstanding this section, he may 
still claim his privilege and the additional 5 percent cannot be im- 
posed,” because it would be an indirect abrogation or erosion of the 
privilege. 

But the statute might still be constitutional on its face. It is a 
question of interpretation that I would find too difficult to answer. 
The answer might be found between those two areas. 

Mr. Coorer. We are constantly reading in the newspapers of in- 
stances where some witness, or somebody appearing before some con- 
pressional investigating committee, or in a court, or somewhere, is 
making claims of his constitutional rights. I was just thinking that 
it might be helpful if we were as clear as we possibly can be on this 
point, as we go along. Certainly we realize that the great majority 
of the taxpayers of this country are honest. If a situation does exist 
wherein some so-called crooks get by with some things that we do 
not want to see them get by with, I was thinking that we might well 
level on this phase of the question now, in order to try to do “all that 
we can to meet these questions that may, and probably will, arise, 
assuming this proposed provision will be enacted into law. 

I am not inclined to debate the desirability of having a provision 
that will get at the evil and correct it. But I do think we ought to 
give proper attention to the legality of the methods involved, as we 
go along, because we want to proc eed on sound legal grounds as nearly 
as we can. Have not the courts usually looked with disfavor on a 
penalty that is assessed in the guise of a tax ¢ 

Mr. Lyncn. Yes. 

Mr. Coorer. Is there any difficulty on that point here? 

Mr. Lyncu. I would be inclined to think that it might well fit into 
the same type of penalty as you have for not filing a return on time, 
or delay in filing returns. There are such penalties in the code now. 
If it is viewed as being directed specifically to the problem of getting 
yroper accounting for income-tax purposes, proper reporting, I think 
it probably would be viewed as an appropriate supplement to the 
requirement that people shall report and shall make adequate informa- 
tion available and shall keep adequate books and records. 

Mr. Coorer. You understand, I am just seeking light and informa- 
tion and hoping that we may be able to clear up some of these questions 
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as we go along, questions that might possibly be raised. Thank you. 

Mr. Reep. Mr. Lynch, I have in my hand Form 1360 of the U nited 
States Treasury Department, Internal Revenue Service, and I ask 
unanimous consent that it be made part of the record, when I finish 
these interrogations. 

The CuarrMan. Without objection, it is so ordered. 

Mr. Reep. This says: “Statement of annual estimated personal 
and family living expe *nses of-——.” 

It is divided into three columns—weekly, monthly, and yearly—and 
lists items suc h as: kK ood (groceries, and so forth). outside meals, 
rent, repairs (home), utilities (gas, electricity, fuel, and so forth), 
telephone, telegraph, laundry, dry cleaning, domestic help, home 
furnishings, auto expense, tr ansport: ition (carfare), recreation, enter- 
tainment, vacation, travel, education, magazines, papers, books, insur- 
ance, dues (club, lodge, union), personal (tobacco, liquor, lunches, 
and so forth), taxes—Federal, State, local—contributions, medical, 
gifts, other, and a line for the signature. 

Is that a part of this new set-up ¢ 

Mr. Lyncn. Commissioner Dunlap will answer that. 

Mr. Dunuapr. That is a form normally used in a fraud case where 
a taxpayer is suspected seriously of attempting income-tax fraud. 
That 1s worked on a net-worth basis in order to determine what allow- 
ance should be made that man for his actual living expenses to deter- 
mine his true income. He is given an opportunity to file that form 
if he wishes. It is in his own defense. 

Mr. Reep. Section 54 (a) provides that— 

Every person liable to any tax imposed by this chapter or for the collection 
thereof shall keep such records, render under oath such statements, make such 


returns, Comply with such rules and regulations as the Commissioner with the 
approval of the Secretary may from time to time prescribe. 


The bill, on page 4, goes on to say: 


Every such person, to the extent and in the manner prescribed under such 
regulations, shall keep and retain such records and other information as shall 
be sufficient to establish the amount, nature, and source of the gross income, 
deductions, and credits which may enter into the determination of income subject 
to tax under this chapter 


Of course, the law is broad and you could require eve ry taxpaye r 
to go th: at far. I donot know just whe ‘re you draw the line as to who 
would be under suspicion, politically or otherwise. In any event, 
I should like to have this copy of the form which I de scribed, 1360, 
in the record, for the information of the committee. 

The CuarrMan. Without objection, the matter will be ine orporated 
in the record at this point. 

(The matter is as follows :) 
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Form 1360 
U.S. TReasvURyY DEPARTMENT 
Internal Revenue Service 


STATEMENT OF ANNUAL ESTIMATED PERSONAL AND FAMILY LIVING EXPENSES 


OF 


Weekly Monthly Yearly 


Food rroceries, ete 
Outside meals 
Rent 


Repairs (home 
Utilities (gas, electricity, fuel, ete 
Telephone tel rraph 
Laundry, dry cleaning 
Domestic he ip 
Home furnishir 
Auto expense 
Transportatiot rtare 
Recreation, entertainment 
Vacation, travel 
education 
Magazines, papers, books 
Insurance 
Dues (club, lodge, union) 
Personal (tobacco, liquor, lunches, ete.) 
Taxes: 

Federal 

estate 

Local 
Contributions 
Medical 
Gifts 
Other 


Mr. Reep. I have another form here, No. 1352—A, of the United 
States Treasury Department, Internal Revenue Service, which is a 
“Statement of Assets and Liabilities as of December 31, 1950.” 

I st ypose that is the net-worth statement to which you referred. 
It lists here as follows: Names: address: assets—cash in banks; cash 
on hand: business investments (capital, loans) ; other loans receivable: 
securities (at cost): real estate (at cost): mortgages receivable: life 
insurance and annuities (at cost): personal effeets—automobiles, 
ie welry. furs, ot] other nssets: total assets, 

Then under ad F ibilitie _ there are: Mortgages payable ; loans pay- 
able (inelud ne msurance): other liabilities: total liabilities: net 
worth; estimated living expenses (calendar year 19—; transfers, gifts, 


or assignments, li—. 

I hereby solemnly swear that the above is a true and complete statement of 
iy assets and ibilitie ind that I have no direct or indirect interest in any 
trusts or fil oldings other than those listed above Furthermore, I have 
me ‘ he tr il Tt | | el | nments ofl ‘ ny toi I ‘ proper except those 

. l this statement has been furnished voluntarily, 
wit ut pt es | been 1 eived it eturn for ime 
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The Cuamman. Without objection, it may be put in the record at 


this point, 
(The matter referred to is as follows :) 


Form 1352-A 
U. S. TREASURY DEPARTMENT 
Internal Revenue Service 


STATEMENT OF ASSETS AND LIABILITIES AS OF DECEMBER 31, 1950 
NAMES: 
ADDRESS 
ASSETS 
Cash in banks 
Cash on hand 
Business investments (capital, loans) 
Other loans receivable 
Securities (at cost) 
Real estate (at cost 
Mortgages receivable 
Life insurance and annuities (at cost) 
Personal effects 
Lutomobiles 
Jewe iry 
Furs 
Other 
Other assets 
Total assets 
LIABILITIES 
Mortgages payable 
Loans pay ible lng insurance ) 
tl lial t 
lo ' ‘ 
Ne h 
| ited y enses endar year 1) 
lranst ft vents 1! 
) 
1t) 
I ¢ the ‘ I ( ‘ of 
I St | d that I ] ‘ lire ‘ ! ere ims 
, Re ! , ‘ her than tft < mted ’ ‘ i ner ( have 
made ‘ y ssignme! ! proj ex hose 
ad ] Lhe n this s i¢ . ‘ I i y 
Ww rr een rece ‘ f S 
~ to be ad of I) 
Mr. Reep. To what extent have you fo d those effective, Mr. 
Dunlap ¢ 
Mr. DUNLAP. Quit {ten taxpayers who have been placed on a net- 
worth ba is con Baa: cooperate W th us aha furn sti full } forma- 
tio n accordance with our request. 


Mr. REED Grenel ully speaking, Commissioner, the average run of 

nceome taxpavers are honest in their dis« losures, are they not 
Mr. Duntap. We work on the assumption that more than 99.5 per- 

cent of thre m are; ves, SIF. They hever see that ki cl of form, 

Mr. Reep. So far as the matter of keep ng records concerned, J 


think. asa matter of fact, that I have probably cheated mvself, because 


/ 


I forget to put dow ertain expenses many times, such as expenses 
ior medicines, or what not, as I LO along. [ was just wondering 


101 ‘Y- 
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whether you are going to prescribe the kind of records that people 
must keep and the form in which they must keep them. 

Mr. Duntap. We have already prescribed such matters in our regu- 
lations. The point is that the courts have not always given effect to 
the regulations. Of course, the great bulk of taxpayers of the United 
States are perfectly honest and file their returns in that manner. They 
have the necessary records in the ordinary sense. The ordinary citi- 
zen, the man who is on salary, is not affected by such things, but this 
applies only to the one-half of 1 percent of the people with whom we 
must deal on a more detailed or fraud type of investigation. 

Mr. Reep. For instance, if you take the average businessman, the 
average small attorney who may keep a diary, he does not keep a very 
detailed record. For instance, in the ordinary diary, in back of it, 
there is a place where you may record items of income and outgo, any 
items that have any relation to the income tax that is going to be filed. 
I have been wondering to what extent a person is going to be required 
to employ a bookkeeper in order to keep his records. 

Mr. Dun.ar. He must keep such records as will reflect his income. 
Some citizens can cdo their business through the bank, keeping their 
bank statements and their canceled checks. That may be all that they 
need to keep. But these people who are on the fringes, the ones who 
vive us the most trouble, are the ones who keep no records, and there 
we have to work on a most unusual basis. 

Mr. Reep. There have been quite a number of people who have had 
experience with the man out in the field, who may sometimes become 
very much irritated, and likes to take it out on the taxpayer, perhaps 
because the taxpayer talks back, becomes a little impatient. I was 
wondering how far this might be used as a means of penalizing people, 
perhaps because the tax agent’s liver is off, or something of that kind; 
the field man does not like the attitude of the taxpayer. 

It is susceptible of great abuse, if the Government representative 
wanted to use it that way. On the other hand, I can see the purpose 
in trying to catch up with the person who is trying to perpetrate a 
fraud. 

Mr. Duntar. This particular provision would never affect the aver- 
age taxpayer in the country. It would affect only those people who 
have, for some reason best known to themselves, not wished to reveal 
the sources of their income, so that the source can be verified one way 
or another. It comes in the criminal field far more than in the civil 
field. In the civil field we have very little difficulty. It is in the 
fraud part of our investigations that this provision would be most 
helpful. 

Mr. Reep. I am wondering just how far this might lead to further 
abuses on the part of those who have not been altogether proper in 
the Bureau of Internal Revenue. 

Mr. Duntap. I cannot see that this would change that situation one 
way or anot het 

Mr. Reep. Are these internal revenue agents armed with these blank 
forms out in the field, to use when they want, or is that decided upon 
by the Bureau here? 

Mr. Duntap. That is done by the examining officer in the field work- 
ing on the type of case that I have described. 
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Mr. Kean. Who takes the ultimate responsibility? Is that the 
agent, or does he have to go to his superior in order to use this type of 
form ? 

Mr. Dunuar. Of course, such things are always done under the 
supervision of the man in charge of the office who confers with th 
agent making the examination constantly as to procedure. 

Mr. Kean. How high up in rank would they go’ Who would be 
the man who would make the decision ¢ 

Mr. Duntap. I would say that in the bulk of the cases it would go 
back to the division chief. 

Mr. Kean. That is all. 

Mr. Exvernarrer. We all know that there are very many highly 
intel] vent people who have anaversion to mathematics, to the keeping 
of records, but yet are perfectly honest. Such a person might say, 
“I am perfectly willing to pay this 5-percent penalty if 1 do not have 
to keep these records. | have no fa ilities for keeping records, and 
I do not want to hire any accountant, I will just pay the 5 percent 
penalty.” 

Then the Bureau would be perfectly satisfied with his return; is 
that what your intention is 

Mr. Ly NCH, No: ana certainly not to the point where there might 
be any fraud in the reporting 


1 
Mr. Everrarver. I did not say anything about fraud. I assumed 
that this man was pe rfe tly honest. wanted to be honest, but just had 
an aversion to keeping records, and an aversion to mathematics. You 
wo ld h ive to be sat hed if you had this proy ISLOn in the law ; would 
you not ¢ 

Mr. LYNCH. It is not the intent of this provision to grant lmunity 
from any other requirements of law. 

Mr. Enernarrer. Now let us go a little bit further. Suppose this 
man does not want to hire a lawyer or an accountant to he lp him make 
out his return, and vel heisa little doubt ful as to whethe1 some th ngs 


should be included in his return or not. They may be all right, but 
they m i) border a little bit on the side of evasion. He des ides that 
he will take a chan ind fails to pul everything down on the return. 
He says, “I will just submit a blanket return and pay the extra 


5 percent.” That S going just a little bit fi rther than the perfectly 
honest man. What would yousaytothat¢ You would have to accept 
his return, would you not ¢ 

Mr. Duntar. The average taxpayer in this country has no choice 
as to whether he shall reve il the source of his income or not. because 
of the withholding provisions of the law and because of the informa- 
tion that comes in automat ically on his income. 

Mr. Enernarrer. I understand that this proposed provision is espe- 
cially directed at about one-half of 1 percent of the taxpayers. 

Mr. Duntar. Yes, sir. I would not say that his agreement to take 
a 5-percent penalty would obviate the necessity on his part of indicat 
ing the source of his in ome, 

Mr. Exernarrer. Then these people would be subjected to a sort of 
double jeopardy in that the would have to pay the penalty in the 
first. place and still be liable to these intensive investigations and the 
filling out of questionnaires, 

Mr. Duntap. As I see the thing, the Bureau would be charged with 
the responsibility of verifying the man’s income, whether he told the 
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source of it or did not, and the 5-percent penalty would be an added 
inducement to persuade him to reveal the source of his income at the 
time that he files his return. 

Mr. Exernarrer. Then perhaps it is an invitation to a great many 
people who are not honest to decide, “Well, I will pay the »-percent 
penalty and perhaps the Bureau will just let it go by.” What sort of 
position would you be in in a case of that kind if you had to go before 
a court and a jury to prove your case? He could say to the court and 
the jury, “I paid the 5-percent penalty on this general return. The 
law protects me because I paid the 5-percent penalty.” 

It seems to me that you are creating a loophole through which these 
people could really beat the Government out of the taxes that are due 
the Government. 

Mr. Duntar. That would not abrogate any of the other require 
ments of the law that a man must keep adequate records, books, and 
must properly report his income. It would merely add to the present 
penalties a penalty for failure to report the source of that income on 
his return. 

Mr. Eseruarrer. Then it is a double penalty; is it not / 

Mr. Dunnar. I cannot see that it is a double penalty; no, sir. 

Mr. Exeruarrer. You say you are adding something on. Why do 
you use that language in connection with this penalty ¢ 

Mr. Duntar. That might be the only penalty to which he is subject. 

Mr. Evernarrer. If it is not a double penalty, you are increasing 
the amount of the penalty. 

Mr. Dunuar. Ne, sir, Mr Eberharter. There are centain penalties 


set up by law. In other words, if he is delinquent in filing his return, 
that is one type of penalty to which he is subject. If his return is 
fraudulent. that is al other type ot penalty to which he might be sub- 
ect. as well as this proposed penalty. He might be subject to all of the 
othe enalties, plus this one. 


Mr. Evernarrer. Then you are adding another penalty. 

Mr. Duniar. Only in the law. 

Mr. Exertarrer. Only in the law? 

Mr. Dunuap. Yes, sir. 

Mr. Esernarrer. That is all. 

Mr. Jenkins. So far you have indicated that this bill deals with 


the matter of plang Ing restrictions on the taxpayer. Phe subs omimiittee 
cli ited that there were derelietions. not only on the part ot 
the taxpayer, but also on the part of some of the people in the 


Department. Is this bill going to provide for investigating both sides 


of this question, to straighten out the Inconsistencies on the part of the 
employees of the Department, as well / 

Mr. Duntar. I think as you progress down to other provisions in 
the bill, you will come to features on that: ves, sir. 

Mr. .JenKINS. My own experience with the income tax man out mn 
the field, who helps people till out their Inceome-tax blank. has been 
very satisfactory. My own experience, as a lawyer, and individually, 
as I have watched mv home people vo to the courthouses and post 
offices to see the Government man, is that his services have been pretty 
well satisfactory. I would like to ask if you have any figures to show 
how many people you have already set apart: there are the salaried 
people with whom you do not have any trouble, because their tax is 
withheld from their wages. Can you tell about what percentage of the 
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taxpayers go to these various representatives of the Department whom 
vou have out in the field, and who help the citizens with their tax 
returns / : 

Mr. Dunuar. As to percentages, I do not know; but the number is 
tremendous. We have kept no statistics on that. but around tax- 
paying time, there is Just a continuous flow of people through those 
offices. 

Mr. Jenkins. Have you any information as to whether there are 
complaints of lack of courtesy or failure to perform on the part of 
these Government emplovees who are supposed to assist these people ¢ 
In other words, let us say that a man goes to the steps of the courthouse 
to see the Government man. If he meets an old crank who does not 
want to help him, he will probably decide that he should not pay all 
of huis taxes he 1s supposed to pay. 

What I am trying to get at is, What has been the experience of the 
Department in cases like that? 

Mr. Dt NLOP. I know only of rare cases where we have refused to 
help people fill out thei re Curhs, and that for perfectly obvious rea- 
sons. There are occasions where we have to refuse to help a man fill 
out his return. That would be obvious in a Case like this. For in- 
stance, we do not generally try to help a corporation fill out its return. 
They should go to somebody who is qualified to do it and we should 
not expect to have them come to our office and take up 2 or 3 days of 
time for that kind of assistance. We will not fill out that type of 
return, and we will tell them so politely. In fact, most of them do not 
expect us to do that. 

Once in il while ome fellow will come in with a suitcase full of can- 
celed checks and bank statements and say, “Here are my records, make 
out my return.” And they will tell him, “We are not going to do 
that. You get your own figures up, showing what your income is 
and what you have spent, and we will help you fill out the return, but 
we are not going to do the auditing for you.” 

To that extent, once in a while. we have had a run-in with a tax- 
paver, but itisa very rare thing. 

Mr. Jenkins. In view of the fact that the great majority of the 
taxpayers of the country have their taxes withheld from their wages, 
that puts them in the clear and you do not have much trouble with 
them. Then you have told us that the great majority of the common 
people, the little merchant, the salaried man, the fellow who does not 
work for the Government or does not have his tax withheld, who 
goes to the courthouse or the post office to see the Government man— 
you have told us that these are mostly honest people. That does not 
leave very many except for such cases as you have just mentioned, 
where a man brings in a big suitease full of papers and asks you to fill 
out his return. I agree with you that he ought to get his own help in 
his own way to do that. 

In other words, can we localize this in order to arrive at some esti- 
mate as to how many people are left, whom we would have in mind 
in prepering this legislation? Of course, if there are just a few 
pe ople, if would, perhaps, make less difference, than if it were a great 
many people. 

Mr. Dunuar. I should say that this would not affect more than one- 
half of 1 percent of the taxpayers of the country. 
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Mr. Curtis. Mr. Lynch, with reference to this 5-percent-penalty 
provision, that will not buy any immunity for a taxpayer, will it? 

Mr. Ly ncH. No. 

Mr. Curtis. It will not excuse him for failure to keep records or 
failure to disclose his income in his return ? 

Mr. Lyncu. That is correct: it would not. 

Mr. Curris. You would still have all the rights that you now have 
to proceed in a criminal or a civil matter against him ? 

Mr. Lyncnu. That is correct. 

Mr. Curtis. But it does provide an additional civil penalty which 
might offset the increased expenses to which the Government is put 
for this difficult auditing job, which burden the rank and file of the tax- 
payers do not impose upon the Government / 

Mr. Lyneu. That is right. In addition to that, it points up the 
problem that we have had to deal with, because you will notice that it 
applies to the nature and the source of the gross income. It points 
up the problem we have had to deal with in relation to what looks like 
designedly inadequate reporting or failure to report the nature and 
source of the eross Income on the income-tax return. 

Mr. Curtis. But the fact is that a person could not make an election 
and say, “I am just going to put down my own figure and it is no one’s 
business how I arrived at it, and I will just pay the 5 percent”? 

Mr. Lyncu. No, sir. There is nothing in this section which abro- 
gates any of the other provisions of the code which require that a 
person give account of his source of income, the provisions which pre- 
scribe in what form such accounting shall be made and which prescribe 
penalties and criminal sanctions for false returns or failure to return, 
or anything else of that sort. 

Mr. Curris. In other words. it would be most difficult to imagine 
that this section would apply to any taxpayer that gave the informa- 
tion called on the face of the return ? 

Mr. Lynen. I should think so, particularly because of the fact that 
what it is directed at is the failure to disclose, or inadequate disclosure 
of the nature and source of the gross income. Most taxpayers at 
least should know the source of their gross income. They must know 
how they came by the money. It does not deal with technicalities 
about deductions or income-tax allowances, but goes to the nautre and 
source of his gross income. 

Mr. Byrnes. This section also requires that it has to be a willful 
failure, does it not ¢ 

Mr. Lynen. Yes. 

Mr. Byrnes. In other words, the penalty is imposed only if it is 
a willful failure on the part of the taxpayer to disclose the source 
of the gross income. 

Mr. Lyncn. That is covered by additional comments that I shall 
come to in reading the report. 

Mr. Comes. The comments that have been made here indicate some 
doubt about the provision we are considering and it occurs to me that 
it may be possible to improve it in two respects. I should like to ask 
your reaction to this suggestion. Many of these cases of failure to 
disclose adequately the source of the income come about simply 
through sloppy income-tax reporting. That is in the making out of 
returns by little business people who engage perhaps in a lot of buying 
and selling, but do not make a lot of profits. 
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Could we not improve that provision by specifically stating—and 
this seems to be the practice of the Bureau, anyway—that in a case 
of that kind that an opportunity be afforded the taxpayer to amend 
his return and make an adequate showing, and that if he does so on 
his own, then he shall not be subject to a penalty ? 

Mr. Lawncnu. That is the intent of the section. 

Mr. Comes. And that would be the practice to do that, would it not? 

Mr. Lyweu. It is specifically provided that that will be done. 

Mr. Comps. In the bill itself? 

Mr. Lyncu. That is correct. 

Mr. Comers. The other suggestion is this: It seems to me that when 
the courts come to pass on this provision, if they do, and this being 
in the nature of a penal provision, they are likely to pass on the statute 
as a statute. That is to say, of a possibility of a violation of the 
constitutional proh bition against self-incrimination, the court might 
hold it unconstitutional on its face. Could we not improve that pro- 
vision and avoid that possibility by writing into the bill itself an 
exception to provi le that a person shall not be required to violate 
the constitutional provision against self-incrimination—whatever the 
correct language would be. If suitable language to provide that could 
be drawn, it would strengthen the act against any constitutional attack 
and would not weaken it in any way. 

Mr. Lyncn. I would like to suggest this consideration: That is, 
there are many other applicable sections of the Internal Revenue 
Code that perforce carry with them, because of that constitutional 
privilege, the right of a person to assert his constitutional privilege 
notw ithstanding the prov isions of the section. For instance, as Mr. 
Cooper mentioned earlier, the Supreme Court some number of vears 
ago had before it the question whether a person was required to file 
an income-tax return when he asserted that to do so and give tha 
necessary information would deprive him of his constitutional privi- 
lege against self-incrimination. The question was whether or not the 
man was required to file a return. The Supreme Court in holding 
that he was required to file a return nevertheless suggested that he 
could file it in a way which would not deprive him of that privilege. 

My point is that the suggestion would apply to so many sections 
of the code; the section that requires the keeping of books and 
records—it is such an implicit privilege in relation to any provision 
of the code that I would question whether you would want to insert 
it in the particular section, because it is something that cannot be 
abridged as a constitutional privilege. 

Mr. Comps. You are probably correct, Mr. Lynch. It did occur 
to me. however. that the court might. because of the nature of this 
statute and the way it is worded, hold it unconstitutional because it 
could be used to compel a ciselosure against which there is a con- 
stitutional guaranty. What I had in mind was to have some language 
in here so that the provision shall not be construed to compel a tax- 
payer to disclose anything against which he is protected constitution- 
ally from disclosing. If we could do that, it would strengthen the 
statute against any attack on constitutional grounds. 

Mr. Lynen. I think we might well consider that. 

Mr. Comers. I think you might consider suitable language to indicate 
that it is not the intention of Congress in passing this to compel any 
abridgment of a taxpayer’s constitutional rights. : 
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That ts all. 

Mr. Mason. I have just one question, Mr. Lynch, as to sections 
103 and 104. Is it proper to state that the objective of both of these 
sections is to legalize what the Bureau has been doing and what it 
proposes to continue to do, by Execut ive order. 

Mr. Lynen. By regulation? 

Mr. Mason. By regulation. 

Mr. Lyncn. You are referring to 105 and 104? 

Mr. Mason. 103 and 104: to legalize and strengthen the regulations 
that you have been issuing and expect to continue to issue; Is that 
right ¢ 

Mr. Lynen. I think that is correct; ves. 

Mr. Mason. That is all. 

Mr. Camp. Mr. Lynch, does not the law now require a taxpayer to 
disclose his source of income ¢ 

Mr. Lynen. It does now require that. 

Mr. Camp. Does not the law provide that if his failure so to dis- 
close that information is of a fraudulent nature, you may penalize 
him 50 percent, or you may proceed against him criminally ? 

Mr. Lyncn. That is correct. 

Mr. Camp. The difference here is that this is going to invoke a 
penalty on a man who may have failed to disclose not fraudulently ¢ 

Mr. Lynenu. That is correct; it may not be fraudulent. 

Mr. Camp. It need not be fraudulent, it may be just an oversight. 
But it is left to the discretion of the Bureau to pass on whether they 
shall or shall not impose this penalty ¢ 

Mr. Lyncnu. There is a requirement here in the section that the man 
has to be given notice before this penalty can be imposed and eviven 
an opportunity to comply with the disclosure provisions. May I read 
that? There is a paragraph of comment on that, if I may read it. 

Mr. Came. I would like to hear it. 

Mr. Lyncu (reading) : 

In order to protect the taxpayer from an arbitrary assessment of such addi- 
tional tax and to reduce the difficulties of proof, the section requires the Secre 
tary to submit to the taxpayer a written inquiry by registered mail putting him 
on notice that the information required shall be made available. It further 
provides a period of at least 90 days for the taxpayer to comply with the request. 
An assessment under this section is, of course, subject to review by the courts 
in the same manner and to the same extent as a deficiency in tax. 

Mr. Came. The court could go into it under the present law, it could 
go into any of his acts. The only point I had in mind was that 
already, under the present law, you say to him that he must disclose 
and if he willfully refuses to disclose, you may penalize him, I think 
it is 50 percent, is it not? 

Mr. Lyncu. Not as a penalty. There is a criminal section having 
to do with willful failure to furnish any information necessary for 
the computation of tax, but that has been a very difficult section to 
enforce because, in order to make out a criminal case, you have to show 
that it was done with an evil intent or design. 

Mr. Camp. The point here is that you may have a case where they 
might set out salaries, wages, and commissions $5,000, but you want 
to know who paid the salaries, and so forth. And you are going to 
give him 90 days’ notice, to produce that information / 

Mr. Lyncn. That is correct. 
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Mr. Camp. And then after he makes an attempt to give the informa- 
tion, you can then say whether or not you think he has made an honest 
attempt ¢ 

Mr. Lyncu. That is correct. 

Mr. Camp. But it is still within your discretion to impose the 5- 
percent penalty; in other words, you can call on him to do it and he 
has 90 days to get the information to you and then you decide whether 
he has made an honest attempt to give you the information or not. 
But you are going to pass on whether or not his effort was on the 
up and up. 

Mr. Lyncn. That is correct. Of course, I think it should be borne 
in mind that this section is directed toward those cases where there 
is a palpable failure to disclose even a modicum of information 

Mr. Camp. 1 know the problem that you are trying to solve and 
personally | would like to do everything to help you reach that kind 
of case. But I have found this, for instance: I recently had brought 
to my attention the case of a man on whom they were checking, who 
had made a full disclosure of his Income. They found out that on one 
occasion he had sold some farm land and deposited the money in the 
bank. ‘Then a month or two later an uncle of his died and he in- 
herited some money, which was also put in the bank. They called on 
him to pay a tax on that. They just said to him, “We find that you 
owe us $20,000 additional tax.” The man did not understand why. 
He had reported all his income. But he was forced to employ an 
accountant and an attorney to explain what was a very obvious thing. 
It was not income at all, it was just a bank deposit. 

I do not want to do anything that is going to prove to be a burden 
to a lot of honest people, and perhaps a very great burden to a lot of 
honest people, in order to help catch a few crooks. We know that the 
percentage of the latter would not be more than one-half of 1 percent 
of the total number of taxpayers. I asked the question as much for 
enlightenment as anything. 

Mr. Lyncu. I feel sure that it would be a correct statement to say 
that the Bureau would not want to do anything like that, either. 

Mr. Camp. I do not think the Bureau would. I have never found 
any mtention on the part of the Bureau not to treat the taXpaver as 
they should, except perhaps in one or two instances, and I think the 
Bureau got rid of those people 


Mr. Lyn« H. This Is not intended to v0 to the details of correct 
reporting. It is intended to 70 to the case where the person has 


furnished a most in idequate statement as to the source of his income 
and then has left it to the Bureau without giving any further informa- 
tion which they could use to see whether or not he is bearing his fair 
share of the taxes. 

Mr. Camp. I think your objective is a good one. I had in mind 
only that it might be an undue burden on a lot of honest people. That 
is all. 

Mr. Curris. Mr. Lynch, under the language here you have to find 
that it was willful? 

Mr. Lyncu. That is correct. He is put on notice and he refuses to 
comply with the regulation. It is not through any excusable circum- 
stances. 

Mr. Curris. If you find that it was willful, that is a considerable 
protection to him, is it not ? 
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Mr. Lyncn. I should think so; yes. 

Mr. Curtis. It would not give you authority to impose a penalty 
hecause you may find fault with the disclosure ? 

Mr. Lynecn. No, sir. 

Mr. Curtis. There might be a lot of technical details that you might 
find fault with, but if he told you where he got his income, that is it, 
is it not? 

Mr. Lyncn. That is correct. There is a provision which I am sure 
you have in mind, that the penalty may not be imposed if it is shown 
that such failure is due to reasonable cause and not due to willful 
neglect. In that circumstance the penalty cannot be imposed. 

Mr. Currts. This penalty is for the refusal to disclose ¢ 

Mr. Lynen. That is correct. 

Mr. Curtis. Not for a faulty disclosure? 

Mr. Lynen. That is correct. 

Mr. Martin. Mr. Lynch, I passed over a question or two on section 
104 because I thought we were going to come back later for questions. 
I did have a question on the section 105 now under consideration. 

What do you have by way of explanation about the extent of the 
requirement for revealing the nature and source of the income? 
Would you explain what details the taxpayer would have to describe 
as to the nature and source of his income in order to avoid that 
liability ? 

Mr. Lyncn. It would be a matter of regulations. Is it your ques- 
tion what sort of regulations are contemplated ¢ 

Mr. Martin. Yes; give us some idea as to what the taxpayer will 
have to do to carry out the duty of revealing the nature and the source 
of his income. Do you have such information available now ¢ 

Mr. Lynen. Are you referring to section 105? 

Mr. Martin. Yes. I shall withhold my questions on section 104 
until we get through with your report. 

Mr. Lyncn. Unless the Commissioner is able to disclose just what 
is contemplated in the way of regulations, I would think that this 
section dealing with the form of reporting is not unusually detailed or 
very onerous. There is a form of income-tax return now that asks for 
a disclosure of the sources of income, the nature and source of the 
income. What that is designed to get at is those statements where 
people just say, for example, that their income resulted from brokerage 
or gambling transactions. 

Mr. Marrin. I have in mind that this section goes beyond the report, 
for income-tax purposes. This is in response to a special inquiry. 

Mr. Lynceu. That is correct. 

Mr. Martin. That is why I asked the question. 

Mr. Lyncu. It is in response to a special inquiry, but only on that 
question, because in his income-tax return the person has not reported 
the nature and source of the income as required by the income-tax 
return. 

Mr. Martix. What I had in mind was this: Do you have any de- 
tailed explanation that you can put before us on the extent of your 
requirement to reveal the nature and source of the income, when that 
inquiry is made? 

Mr. Duntuap. In the case that we have been talking about, the one- 
half of 1 percent of fringe taxpayers, such a person may put in his 
return, gross income $100,000. We would call upon him, under the 
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regulations to be prescribed, to give us an accounting of the source of 
that $100,000 and we would give him notice by registered mail and 
he would have 90 days in which to reply. We would expect him to 
come back, and the regulations would so provide, and account for 
that income to the best of his ability ; $5,000 came from the John Doe 
Co., $10,000 from the Bill Smith Co., and so on, down the list. We 
would make him explain the source of that $100,000 gross income that 
he has reported with no explanation whatsoever. 

Mr. Martin. It is not particularly difficult to reveal the source of 
the income. He can do that specifically. How about the nature of 
the income? How far will you go to require a detailed statement as 
to the nature of the income ¢ 

Mr. Duntap. I cannot see that that would be much; the source is 
the main thing. 

Mr. Martin. I had this in mind in connection with the racketeer 
reports that came to the committee last vear. There was criticism 
of their failure in some cases to render better statements of the nature 
of their income. 

Mr. Duntap. That is what we are after exactly. 

Mr. Martin. That is exactly in line with what I want to see done, 
but I had in mind that your regulations would prescribe exactly 
what you mean by nature and source, so that it would not turn out 
to be a matter of requiring more from one taxpayer than from an- 
other. 

Mr. Duntap. No, sir: you are absolutely right about that. 

Mr. Martin. You have no provision quite like that in the present 
law. You have been trying to do this by regulation and through ad- 
ministration, as I understand it, but you want to back it up with law 
now. From my point of view the general wording of the law is 
all right, except I would like to know a little more in detail what your 
requirements would be, by way of a yardstick for the guidance of 
the taxpayer, when he receives such an inquiry as this section con- 
templates. 

Mr. Duntar. The kind of income to which we are referring here 
is reported in a lump sum in the ordinary sort of a return by the 
type of taxpayer which we hope to reach. It would not apply 
normally to such things in the business schedule as income from busi- 
ness or profession. It would not apply to the legitimate business- 
man who keeps records and who would not be expected to show in- 
come from other than business or profession, or under any of the 
other items in the regular business schedule. It would not affect 
that taxpayer at all. It would merely affect those taxpayers who 
report lump-sum incomes, not on the business schedules; it is the 
fringe taxpayer who has gotten so much attention during the racket- 
eering drive, and during the investigation by this committee. 

Mr. Foranp. I was interested in your statement about somebody 
reporting an income of $100,000 and your asking for the source of 
the income. Suppose the fellow says that he won it at the races. 
We hear a lot about these fellows who make money at the races. 
What kind of a breakdown would you require of that fellow if he 
said that he made it at the races? Would you require him to give 
you the name of the horse on which he won on one day, and the name 
of the horse on which he won on another day, and so forth? 
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Mr. Duntar. You are touching now on a very difficult area, in the 
enforcement of the income-tax laws. That comes under the provision 
for record keeping which are intended to be strengthened by certain 
provisions of this proposed legislation. I should think that that fellow 
should be able to tell us exactly where and how he won that money. 

Mr. Foranp. If he just named a number of the tracks that he 
attended without breaking it down as to the names of the horses and 
the dates and the amounts, you would not be satisfied with that kind 
of an explanation ¢ 

Mr. Dunuar. No, sir. In other words, we are trying to bring 
those people into the area of record keeping required of all other 
taxpayers, 

Mr. FoRAND. In other words, this is serving notice on these fellows 
that if they make money at the races, they had better keep track of 
what they get from the tracks / 

Mr. Duntar. Exactly, sir. 

Mr. Curris. Mr. Chairman, before the committee adjourns today, 
I should like to make an inquiry. The notice that went out with 
reference to these hearings indicated that the witnesses must confine 
themselves to the bill before us. I can understand that. But it so 
happens that arising out of our investigation I introduced a proposal 
that is not in this bill. But I have an understanding with the sub- 
committee; I took it up in the subcommittee hearings and Chairman 
King ruled that during the course of the hearings on this bill I might 
call two or three witnesses. Frankly, it is a controversial proposal 
but it comes out of our investigation and I wondered if I might have 
the permission of the committee to proceed and plan with the clerk 
of the committee for the calling of these two or three witnesses that 
I could have called, had the hearings been held by the subcommittee. 

The CuatrmMan. Inasmuch as Mr. Curtis is a member of the sub- 
committee and has made a commitment which might be somewhat em- 
barrassing if it were not corried out, the Chair trusts that there will 
be no objection toa unanimous-consent request that he be allowed to 
call the witnesses he has mentioned. Is there objection ¢ The Chair 
hears none, 

Mr. Foranp. Reserving the right to object, there is no intention to 
interrupt the study,on this particular bill, I hope. Whatever Mr. 
Curtis has in mind to bring up, it can be brought up after we get 
through with this bill, I assume / 

Mr. Curtis. But it would be part of these hearings. 

Mr. Coorer. Of course, in the interest of continuity—— 

Mr. Curtis. Oh, I do not want to interrupt somebody else’s testi- 
mony, but before we dismiss all of the witnesses, I would like to call 
up these people. 

Mr. Coorer. In other words, at the end of our hearings on the 
bill, you want your witnesses to be heard ? 

Mr. Curtis. Yes. 

Mr. Coorer. I think that would be the logical time to hear them. 

Mr. Foranp. Under those circumstances, I withdraw my objection. 

Mr. Coorer. Mr. Chairman, I move the committee adjourn until 
10:30 tomorrow morning. 

(Whereupon the committee adjourned to meet on Tuesday, May 27, 
L952. at 10:50 a. m.) 
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House or Representatives, 
COMMITTEE ON Ways AND MEANS, 
Washington, D. €. 

The committee met at 10:30 a. m., pursuant to recess, in the com- 
mittee room, New House Office Building, Hon. Robert L. Doughton 
(chairman) presiding. 

The Cuairnman. The committee will come to order. 

The committee adjourned yesterday and the General Counsel of 
the ‘Treasury Department had not concluded his statement. |] talked 
to him this morning before the committee resumed the session. He 
and the chairman feel that we would save time to let him conclude his 
main statement and the members make notes of any matters to which 


they desire to refe) later. He prefers, if it is agreeable to the com- 
mittee, to conclude his statement and then submit to questions. With 
out objection we will proceed with that understanding. 


The Chair would like to remind the members of the committee thrat 
according to the rules under which the committee operates the mem- 
bers should obtain recognition from the Chair before they ask ques- 
tions or make observations, otherwise we get two or three talking at 
the same time. Until the rules are changed, I hope the members will 
observe the rules that the committee has and not ask any questions of 
the witness or make any remarks until they are recognized by the 
Chair. 

Mr. Ly neh, you may proceed now, 


STATEMENTS OF HON. THOMAS J. LYNCH, GENERAL COUNSEL, 
TREASURY DEPARTMENT, WASHINGTON, D. C.; HON. JOHN B. 
DUNLAP, COMMISSIONER, BUREAU OF INTERNAL REVENUE, 
WASHINGTON, D. C.; AND CHARLES W. DAVIS, CHIEF COUNSEL, 
BUREAU OF INTERNAL REVENUE, WASHINGTON, D. C.—Resumed 


Mr. Lyne Hi. Referring to the mineographed copy of the report, 
at the hearing yesterday we concluded at the bottom of page +, a) I pro- 
pose to start at the top of page t. 

[ would like to point out that yesterday we concluded with a dis- 
cussion of section LOD. The next section that we propose to cdliscuss is 
section 107 at the top of page 4. The reason for the omissions of cer- 
tain sections is explained at the beginning of the report because we 
thought it would be more helpful to comment first on those sections 
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which were intended to carry out the purposes and objectives of the 
subcommittee. 

The other sections in the appendix are mainly those which were of 
an administrative, corrective character which were included in the 
bill at the suggestion of the Tre: asury Department. Those will be 
covered in an appendix after we conc lude with the other provisions of 
the bill. That is the reason why the report is not always in the order 
of the sec tions. 

Mr. Jenkins. Mr. Chairman, just one thing else. As I understand, 
you are not going to say anything about 106 now. 

Mr. Lyncu. Not now. 

Mr. Jenkins. You will come back to that later? 

Mr. Lyneu. That is correct. 

Mr. Jenkrns. Are there any other sections besides 106 that you will 
skip; so | can make notes? 

Mr. Lyncu. Yes. They will be noted when I come to them. 

Mr. Jenkins. All right. Thank you. 

Mr. Lyncn. Section 107 relating to persons assisting in the prepara- 
tion of returns, would first require any person who, for compensation, 
prepares a return for another, to state his name and address on the 
return, and, (2) require any taxpayer who pays a person to prepare, or 
for assistance in preparing, his return, to state such person’s name and 
address on the return if such person has not already done so. Willful 
failure to con ply — the provision would subject the violator to a 
$1,000 fine, a yer n jal, © noth. 

That is thee Te et "of the provision. As to comment on the proposal, 
a taxpayer should be wntithed to choose any person he desires to assist 
in the preparation or filing of his return, as long as those assisting him 
do so in good faith and the best of their ability. There are those, how- 
ever, who hold themselves out to others as persons who will assist in 
preparing returns who willfully give the taxpayer erroneous advice, 
which grants the taxpayer an ostensible reduction in tax liability. 
While section 3793 (b) (1) of the code permits the prosecution of such 
persons if caught, the initial difficulty is to find them, as they do not 
sien the returns on which they give assistance, nor does the code spe- 
cifically require them to do so. 

The Bureau has recognized this as a problem and considerable 
thought has been given to appropriate measures to combat the evil. 
It would seem that grave consideration should be given as to the war- 
rant for placing a sort of secondary liability on the taxpayer to see 
that the preparer of the return comp lies with the law, and to place 
upon the taxpayer the burden of deciding, at the peril of criminal pe n- 
alty, whether he has had assistance in preparing his return, a techni- 
cal question which undoubtedly would require litigation to resolve. 
A modification of the bill’s proposal might require a signing of the 
return by any person who openly offers his services to the general 
public, and who prepares a return for compensation. ‘This would go 
directly to the area of difficulty and not cause undye burdens on the 
taxpayer, nor on the local school teachers or bank clerks who occasion- 
ally give valuable assistance. 

Sections 108. 109. and 110 are covered in the appendix as well as 
111, 201. 

Mr. Reep. What about 209? 
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Mr. Lyncu. That will be next im the main statement. I am just 
commenting on the omissions. Up to 209, the sections between 107 and 
v09 will be covered in the appendix. 

Section 209, clarification of powers of Joint Committee on Internal 
Revenue: That is a matter which came to the attention of the sub- 
committee as a result of Reorganization Plan No. 1 of 1952 for the 
Bureau of Internal Revenue and is to make clear that the authority 
of the joint committee to obtain data directly from the Bureau of 
Internal Revenue was not affected by Reorganization Plan No. 1 of 
1952, a result which it is believed would obtain under present law. 
‘The amendment appears thus to be only clarifying in nature. 

Section 301, influence peddling, makes it a crime for anyone to pay 
or to solicit or receive a fee of any sort for the promise or agreement 
to use, special “influence” (1) to affect the action of any Treasury 
employee in the matter that is or might be before the Department, or 

2) to obtain information with respect to such a matter other than 
that made available by proper authority. It would not apply to 
ordinary professional representation. 

his section is apparently directed at “fixers” or “influence ped- 
dlers”, i. e.. those who sell or claim to sell “influence” in matters before 
the Treasury and subjects them to a fine of $10,000 or imprisonment 
for not more than l year, o1 both. 

The Treasury Department would welcome measures to provide more 
etfective Sanctions awvatinst the evils ot SO called influence peddling. 
In the consideration of this problem, the committee might wish to eive 
thought to the desirability for any such measure to be extended Gov- 
ernment-wide rather than being limited in its application to the Treas- 


ury Department. Since the provision will be administered and en- 
forced by the Department of Justice, it might be helpful to obtain 
its views as to the desirab lity of such extension, and as to whether 
the language proposed in the bill raises any problems as to scope and 


application, 

Section 302, unauthorized practice before the Department of the 
Treasury, would establish specitic sanctions for unauthorized practice 
before the Treasury Department by making a crime the representa- 


tion as agent or att rhey for any person, for col pensation, before 
the Department, without being licensed to appear before the Depart 
ment, in cases where a license is required. The penalty would be a 


fine of not more thar S1LO.0O0, imprisonment of not more than 1] vear, 
or both. | 
litle 5 of the United States ( ‘ode, section 261, authorizes the Secre 
tary to prescribe rules and regulations governing the practice of 
ugents, attorneys, or re presentatives of ¢ laimants before the Depart 
ment. | nder thes regulations an applicant must demonstrate cood 
chara ter and reputation as well as professional qualifications before 
t License Is Issued authorizing him to appear before the Department in 
tax controversies, Phe icense 1s subject to revocation ut anv time 
for failure to conform to the required standards. . 
: he provisions of section 261, title 5, are applicable only in the 
caetermimation as to whether or not a person 1s to be recognized by the 
Department asa re] esentative of the taxpayer. No specific criminal 
sanctions are, however, provided in such see tion. 
[ nder the present regulations ot the Departn ent, 1 is nade clear 


that ho one may appeal before the Department ln anv matter con- 
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stituting practice without being properly enrolled. Moreover, the 
conference and practice requirements of the Bureau of Internal Reve- 
nue contain detailed rules governing its employees as to the manner 
of proceeding in cases in which eaticemeed representatives appear. 
In order to emphasize these rules, the Department has recently issued! 
instructions to its employees calling their attention to the require- 
ments as to enrollment and repeating the rule that employees of the 
Department shall call upon practitioners who appear before them 
in any matter constituting practice to produce their enrollment cards. 
There would appear to be a question as to the necessity for criminal 
sanctions, which might be unduly rigorous in some situations. It is 
suggested that careful consideration be given before proceeding in 
this area with the imposition of such sanctions. 

Section 303, jury trial in actions for recovery of taxes, would en- 
large the right to suit against the United States by extending the 
jurisdiction of district courts to any civil action against the United 
States for the recovery of any internal revenue tax, with provision 
for a jury trial in such case. It would also make clear that the exist 
ing right to a jury trial in suits against collectors or their successors is 
not atlected by the reorganization plan. 

Under the existing law, a taxpayer seeking a refund of tax has 
three avenues open to him: (1) He may sue the collector to whom he 
has paid the tax, regardless of the amount, and with the right to a 
jury trial; (2) he may bring suit against the United States in the 
district court, without a jury, if the amount does not exceed $10,000, or 
if the collector is dead or out of office, regardless of the amount: or 
(3) he may bring suit against the United States in the Court of Claims, 
without a jury, regardless of the amount. 

The right to jury trial in suits against collectors for refund of taxes 
was the subject of considerable discussion during consideration of 
the President’s Reorganization Plan No. 1 of 1952, relating to the 
Bureau of Internal Revenue, although it is clear that under the reor 
ganization plan, suits against the collector would carry over to his 
successor, the new Director of Internal Revenue. 

The suit against a collector creates, for both taxpayers and the 
Government, a number of substantial problems which make it a form 
of action poorly suited to the orderly adjudication of tax issues. These 
problems are caused largely by two basic characteristics of this type of 
action which distinguish it sharply from the suit against the United 
States: First, since the suit against the collector is a personal action 
for money had and received, it can be brought only against the collec- 
tor to whom the money was paid, even though he is out of office or dead. 
The suit cannot be brought against a successor collector to whom the 
tax was not paid. Secondly, in view of the personal nature of the 
action, the taxpayer must bring the suit in the judicial district wherein 
the collector resides. 

Substantial difficulties may arise where the collector who is out of 
office moves to a new judicial district, perhaps far removed from the 
district of his original residence and duties. Because the action is 
personal in nattire, the taxpayer might be required to follow the col- 
lector to the judicial district of his new residence, even though it is 
far removed from his own residence and place of business where essen- 
tial records and witnesses are located. In contrast a suit against the 








ADMINISTRATION OF INTERNAL REVENUE LAWS 45 


United States for refund of taxes is brought in the judicial district of 
the taxpayer’s residence. The taxpayer is never confronted by any 
problem of seeking out the defendant and he is always assured that 
the suit will be litigated in a form easily accessible to him. 

A second and perhaps even more serious difficulty which may arise 
in suits against collectors relates to procedural problems. Since the 
suit against the collector is a personal action having a common-law 
origin, taxpayers are confronted by a variety of anachronistic common- 
law technicalities, which are confusing and burdensome at the least, 
and which may even result in the defeat of just claims. Thus, ques- 
tions affecting the correctness or lawfulness of court process, jurisdic- 
tion of the court over the person of the defendant, venue, the subject 
matter of the action, and many other procedural issues, are questions 
Ww hich thay be raised asia defense to the action. 

A suit against the United States, on the other hand, is a relatively 
simple procedure and if the right toa jury trial is provided in all such 
suits the taxpayer will not be required to use the more cumbersome 
method ofa suit against the collector (or director ) unless he so desires. 
Under these circumstances, adoption of the proposal would constitute 
an important contribution to the further improvement of our revenue 
syseim. 

I should like to interpolate here that the Department of Justice. 
I suggest, should be invited to comment on that provision. I think 
they may want to make some suggestions with regard to it. 

Section 304, clarification of section 281 of the title 18, is intended 
to clarify what is understood to have been the original intent of 
Congress in enacting section 281 of the Criminal Code. Section 
Y81, as it stands, prohibits, under criminal penalty, Federal officials 
(including members of Congress) from representing persons be- 
fore agencies and departments of the Government for compensa- 
tion. However, it does not bar representation of clients in judicial 
proceedings. This has led some to construe the statute to allow such 
officials to undertake representation of persons before departments 
on the theory that if the matter involved is not settled, it might 
end in the courts. This section is intended to correct that possible 
ambiguity by making it clear that any representation of a person 
for compensation In a matter in which the United States is a party 
may be undertaken only as trial or appellate counsel in a judicial 
proceeding. 

That statement is purely an explanatory statement. This is a sub- 
ject matter which is not within the competence, of course, of the 
Treasury Department. Again I would like to suggest that the Jus- 
tice Department be given an opportunity to present views on that 
section. 

Concluding the body of this report, it has been the earnest desire 
of the Treasury to cooperate in every possible way with your com- 
mittee and the Subcommittee on Administration of the internal 
revenue laws. During the past few weeks, the members of our staff, 
together with members of the staff of the Joint Committee on Internal 
Revenue Taxation, have been working closely with members of the 
subcommittee staff in an attempt to give all possible assistance in 
the Subcommittee’s consideration of legislative proposals. Further 
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assistance in connection with the proposed legislation will, if your 
committee so desires, of course be made available by the Department. 

We come now to an appendix which refers principally to those 
sections which are designated to bring about administrative improve- 
ments in various areas where the Treasury Department and the Bureau 
of Internal Revenue were of the opinion that enactment of the sec- 
tions could improve administration and in some cases ease com- 
pliance problems by taxpayers. 

Mr. koranp. Mr. Chairman, may I ask a question right there? 

Mr. Coorrer. Yes. 

Mr. Foranp. I want to find out from Mr. Lynch if I understood 
him correctly when he said the appendix contains not the recom- 
mendations of the subcommittee but recommendations of the Treas- 
ury. 

Mr. Lynen. Yes, if I may answer this way, in the consideration of 
this bill opportunity was given to the Treasury Department to bring 
forth administrative suggestions for inclusion in the bill and these 
sections in the appendix are of that character. I think I should add 
also that as a result of that opportunity for us to present suggestions 
for inclusion in the bill, there were included also section 303 which I 
have already commented on relating to the right to sue, the proposal 
that a taxpayer should be able to sue the United States with the right 
of trial by jury, and also section 103. 

Mr Foranp. I am trying to differentiate between the recommenda- 
tions of the committee and the recommendations of the Treasury. As 
this Is set up, the ippendix is the Treasury Department recommenda- 
tions ¢ 

Mr. Lynecn. That is right. 

Mr. Kean. Will the gentleman yield ? 

Mr. Foranp. Yes. 

Mir. Kean. The subcommittee has eone over these recommendations 
and the majority of the subcommittee is in accord with them. 

Mr. Foranp. I do not doubt that. I am trying to get the line of 
demarcation as to the origin of the suggestions. 

Mr. Cooper. Go ahead, Mr. Lynch. 

Mr. Rerp. I would like to ask a question, if it is proper at this 
time. 

Mr. Coorer. We have agreed to wait until he has read his state- 
ment, 

Mr. Reep. All right. 

Mr. Cooper. Go ahead with the appendix, 

Mr. Lyncnu. Section 103, relating to records: This section would 
amend section 54 of the Internal Revenue Code to require every In- 
come taxpayer to keep and retain such records. to the extent and in 
the manner prescribed in regulations, as shall be sufficient to estab- 
lish the amount, nature, and source of the gross income, the dedue- 
tions, and the credits which may enter into the determination of in- 
come subject to tax under this chapter. 

At the present time, section 54 merely states in broad language that 
the taxpayer shall keep such records as the Commissioner may re- 
quire. In effect. the proposal would incorporate into the broader 
language of section 54 some of the more detailed specifications now 
found in the regulations under that section. 
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It is believed desirable for these reasons: (1) It will give express 
statutory sanction to the requirements for adequate books and records 
and other information of deductions and losses now contained in 
the regulations. This will provide a clearer indication to the taxpayer 
that the Congress desires adequate and detailed books and records 
kept, along with substantiating evidence, and assist field officers of the 
Bureau in persuading taxpayers that adequate records must be kept. 
(2) It will strengthen the possibility of criminal prosecution under 
section 145 (a) for failure to keep proper records or supply infor- 
mation required by law or regulations. 

Section 106, authority to examine records: This provision would 
grant the Secretary permission to make an examination of the tax 
payers books and records, for the purpose of ascertaining whether 
appropriate books and records are being kept, at any time during the 
taxable year. At the present time, under sections 3614 (a) and 3631 
of the code, books and records may be examined only for the pur- 
pose of making a return or ascertaining the correctness of a return 
afte the close of the taxable year, and ol ly once for such purposes 
given. In many instances, investigation, after the 
taxable yeal involved, of gamblers, rive keteers, and other taxpayers 
who deal primarily in currency transactions, discloses that the ree 
ords have been “lost.” < wccidentally destroyed,” Ol “misplaced.” In 


a 
] 
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ul less notice 1s 


ve of the re 
quirements. The penalty for failure to keep records or supply in 
formation required by law or regulat'ons is provided by section 145 
(a) and requires proof of wilfull failure, that is an evil motive. It 
is difficult to establish evil motive in the f: f such explanations. 
The present difficulties under section 145 (a) can be eased by the 
proposed amendments. If no books or records are available, or if 


other instances, the taxpayer alleges lack of knowled 


the records are insuflicient to show the amount of the eross Income and 
the deductions, cred ts. Ol other details required to bh shown On a 
return, the taxpayer can be warned at the time of the preliminary 
examination of the requirement that proper books and records be 
kept. Lack of, or i idequate records in the face of such a warning 
may then provide a b for proof or wilfull failure within the mean 
ing of section 145. 

Section LOS, ollect on of cle linquent taxes of employees : This sec 
tion would authorize the v thholding of compensation from Federal 
officers and emplovees liable for payment of Federal income taxes. 
It would also prov ae a similar procedure to facilitate the collection 
of delinquent taxes from the salaries and wages of employees other 
than those of the Federal Government 


At the present time, a urprising 1 umbe r of Federal officers and em 
ployees owe delingu nt taxes to the Gove rnment. In alm st every 
case, the emplovee has no property out of which collection can he 
made, and the sole SOUT » ol lis Income Is his Federal] compensation. 


The Treasury Department's remedies to collect the tax in these cases 
ire not adequate, Existing United States statutory Provisions col 


otfsets Acainst thre salary oft Federal] emplor ees (5 ty. > > Ss. 


Ll) ha heen held to be Inapph ible to ncome Tax 


cerning 
a1 U. Bi ¢ 


liabilities. 
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The proposal woud illey ite the pore blem by pro ad ng that if The 
| 


fax remains Ww paid ror a period of lO days afte) notice al al demand 
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for payment from the employee, the Department may send notice to 
the agency employing the delinquent officer or employee of the amount 
of the unpaid tax, and require it thereafter to withhold 10 percent of 
the employee’s compensation up to the rate of $10,000 per annum and 25 
percent of the amount in excess of such rate, until the tax is paid. 

In the case of employees other than Federal employees, the diffi- 
culty of collection is also very great. While section 3692 of the Code 
authorizes a levy upon the unpaid salary of the employee, this remedy 
is limited to amounts actually owed by the employer at the time of the 
levy. The levy does not attach to future earnings. Accordingly, the 
proposed additional remedy in the form of a continuing levy against 
such future earnings, which will correspond to the remedies to be 
made available against the salaries of Federal employees, will be 
helpful to the Bureau in its enforcement activities. 

If a notice to withhold (in the case of a Federal employee) or a 
continuing levy is effected within the 6-year period of limitations for 
collection of tax provided in section 276 (c), any subsequent notice 
or levy for the same tax liability served upon the same or any other 
employer of the employee owning the tax shall be considered to be 
effected within such period. Thus, an employee who changes em- 
ployment after a notice or levy has been served upon his employer 
will be unable to escape the effect of the procedures designed to collect 
the tax from his salary in his new employment, even though the 6- 
vear period of limitation prescribed in section 276 (c) would prevent a 
new levy. This is comparable to the result which would obtain had 
the Bureau obtained against the taxpayer a judgment, which can be 
periodically renewed. 

Section 109, authority to distrain: This section would amend sec- 
tion 3690 to provide that where the collection of any tax is believed 
to be jeopardized by delay, the Department is authorized to distrain 
immediately if the taxes are not paid upon notice and demand. 

Section 3660 of the Internal Revenue Code authorizes the Com- 
missioner, wherever the collection of a tax is determined to be in jeop- 
ardy by reason of delay, to make immediate distraint of taxpayer's 
property, upon notice and demand for the tax. This provision, how- 
ever, is confined to excise and miscellaneous taxes, and no such author- 
ity Is provided with respect to income, estate, and gift taxes. 

In the collection of income, estate, and gift taxes, notice and demand 
for payment must be made at least 10 days before action is taken 
against the taxpayer's property. This 10-day waiting period, during 
which the taxpayer has notice of the asserted claim, provides an 
opportunity for secreting, disposition, or removal of the property. 
The lack of authority to make immediate distraint in jeopardy cases 
may prove especially serious where the taxpayer is preparing to leave 
the country or where the goods include personal property which may 
be sold or concealed. The proposed amendment thus would strengthen 
the revenue collection system. 

Section 110, extension of period of limitations for certain offenses: 
The first portion of the amendments made by this section would amend 
section 3/48 (a) to make the 6-year statute of limitations applicable 
to the offenses described in section 145 (a), namely, the failure to file 
a return or declaration, to pay any tax, keep any records or supply 
any information at the time or in the manner required by law or regu- 
lations. While the present period is 6 years for willful attempt to 


vy 
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evade tax (sec. 145 (b)) it is only 3 years for the willful failure 
to file a return, pay tax, and so forth (see. 145 (a) ). 

The short period of time constitutes a serious obstacle to the effec- 
tive enforcement of the revenue laws against gamblers and racketeers 
who operate by cash transactions and cover up their financial affairs, 
as well as other taxpayers who willfully fail to file tax returns. The 
difficulties of investigation in cases where no return is filed are fre 
quently great, and the Government ts placed at a distinet disadvantage 
due to the very short 3-year period of time within which prosecution 
must begin. Attempts to contend that a willful failure to file con- 
stitutes a willful attempt to evade have not been successful—that is 
for the purpose of bringing the fatlure to file within the 6 year period 
of limitations, those attempts have not been successful as it has been 
held that the willful failure to file a return, even where the taxpayer 
has received a large amount of income, does not of itself constitute 
willful attempt to evade or defeat the tax within the meaning of seec- 
tion 145 (b). Spies v. U.S. (317 U.S. 492).) 

The second portion of the amendments made by this section would 
also amend section 3748 (a) to make the 6-year statute of limitations 
applicable to the offenses described in section 3793 (b) (2) as added 
by section 111 of the bill. These offenses provide criminal liability 
for those persons who falsely make returns, statements, or documents 
in connection with revenue matters. There Is now a 6 vear period ot 
limitations on those persons who assist in the preparation of false 
statements or documents, and it seems anomalous not to have the same 
period applicable to offenses by the principal wrongdoer. 

Section 111, penalty for misrepresentations mn revenue matters: 
This section would add to section 3793 of the Internal Revenue Code 
it provision identical to section LOOL, title 18 of the United States ¢ ‘ode. 
The proposed amendmel t provides that aii pers i who, mi anv mat 
ter before the Bureau of Internal Revenue, willfully falsifies, con- 
ceals, or covers up by any trick, scheme, or device a material fact, or 
makes any false, fictitious, or fraudulent statements or representations, 
or makes or uses any false writing or document knowing the same to 
contain a false, fictitious, or fraudulent statement or entry. shall be 
fined not more than 810,000, or imprisoned not more than 4 vears. or 
hoth. 

While section 100] of title 18 of the United States Code is presently 
appli able in internal-revenue niatters, sectlol 110 of the bill proposes 
to extend the statute of limitations on the offenses covered therein to 
b years rather than 3 vears, the present period applicable to section 
L001. ‘Though it is clear that a 6-year statute with respect to false 
statements is desirable in revenue matters, it has not been suggested 
that the general statute of limitations contained in section 3282 of 
title 18 be extended. Therefore the provisions of section 1001 have 
been specifically added by this section to the Internal Revenue Code 
and the statute of limitations with respect to it has been extended under 
section 110. 

Perhaps a word of expla ation would be well. | he substance of the 
words of this section are identical to those now included in the criminal 
code. The criminal code now provides an offense of the kind here 
described with respect to any matter before any agency or department 
of the ( rovernment, but asa part of the criminal code IS subiect to the 
general criminal statute of limitations of 3 vears. The proposal is 








50 ADMINISTRATION OF INTERNAL REVENUE LAWS 


that as this offense relates to Bureau of Internal Revenue matters, 
the statute of limitations be made 6 years instead of 3 years, the same 
as is recommended with respect to other criminal violations of the 
Internal Revenue Code just mentioned above. The proposal is made 
in this form so that the specific crime with respect to internal-revenue 
matters will be made subject to the 6-year statute of limitations. 

Section 201, exemption from requirement on declarations of esti- 
mated tax: This section would eliminate the requirement to file a 
declaration of estimated tax where the estimated tax amounts to less 
than $10. 

At the present time, an individual is required to file a declaration 
of estimated tax if he expects to receive during the taxable year (1) 
wages subject to withholding in excess of $4,500 plus $600 for each 
exemption, or (2) more than $100 of income not subject to with- 
holding and a total gross income of $600 or more. Under these provi- 
sions, declarations of tax are required in many instances although the 
tax withheld at source is sufficient to cover the entire liability or the 
taxpayer is not liable for income tax. As a result there were more 
than 700.000 nontaxable declarations of estimated tax filed in 1951, 
and a large number of taxable declarations disclosed a small amount of 
estimated tax. 

Elimination of the requirement of a declaration where the amount 
involved is less than $10 would relieve the Bureau of the burden and 
expense of handling a large number of declarations which, if nontax- 
able, serve no useful purpose, and of submitting quarterly bills for 
very small amounts of tax. In view of the small amounts involved, 
the proposed amendment would not violate the principle of pay-as- 
you-go. Those taxpayers who preferred to do so could continue to 
make declarations and pay the tax quarterly. Of course, comparable 
to the requirements under existing law, if circumstances change during 
the year so as to indicate that the estimated tax liability will exceed 
$10, the taxpayer must file a declaration. 

Section 202, abatement of jeopardy assessment when jeopary does 
not exist: Present law provides for the immediate assessment of a 
deficiency of income, estate, and gift tax whenever the Commissioner 
believes that the collection of the tax will be jeopardized by delay. 
The jeopardy assessment is ordinarily invoked when it appears that 
the taxpayer may be insolvent, preparing to leave the United States, 
or may be disposing of his properties. 

Since jeopardy assessments must be made on short notice, subsequent 
investigation of the facts may reveal that jeopardy does not exist. 
There is, however, no authority in the Code to remove a jeopardy 
assessment (except where the taxpayer subjects himself to the expense 
of a costly bond) when one has been made, regardless of how clearly 
it may appear that the jeopardy assessment was unnecessary. 

This section of the bill would authorize the Commissioner to abate 
the jeopardy assessment if it appears, upon further investigation, that 
there was no risk justifying the tving up of the taxpayer’s assets. 
Sections 273, 872, and 1013 would be amended to achieve this result. 
In order that recourse to the usual procedures may not be barred by 
expiration of the statute of limitations on a subsequent assessment, it 
has been necessary to provide for a suspension of the running of the 
statute during the period when the jeopardy assessment is in effect. 
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Section 203, addition to tax for failure to file a return: This section 
provides that the penalty for willful or negligent failure to file a 
return, Which amounts to 5 percent a month but not to uggregate more 
than 25 percent, shall be computed only on the basis of net tax payable 
by the taxpayer. In computing this addition to the tax, credit would 
be allowed for any portion of the tax which has actually been withheld 
at source, which has been paid by the taxpayer as estimated tax, or 
which has been paid to a depositary in accordance with regulations 
prescribed under the authority of section 3310 of the code. 

Sections 291 and 3612 (d) (1) now provide for computation of the 
delinquency pel alty as a percentage of “the tax.” However, since 
1943, the collectors’ offices, acting on the instructions from the Bureau, 
have for reasons of equity followed the practice of computing the 
penalty on the basis of the net amount of tax only, allowing the tax- 
payer credit for prepayments of tax. The amendment would confirm 
this practice and remove any doubt for the future. 

An addit ional clari fy ne amendment is made to the reasonable cause 
rule in section 3612 (d) to conform it with the similar rule now found 
in section 291, since the present rule in section 3612 (d) does not apply 
to cases where no return has been filed. 

Section 204, advance payment of tax: This section would provide 
that all payments of individual income tax made prior to the due 
date shall, in computing interest on overpayments, be considered as 
paid on the date required by law. 

A comparable rule is now found in section 322 (b) (2) and (4) 
with respect to commencement of the period of limitations on a suit 
for refund. Also, section 322 (e) specifically provides that amounts 
withheld as tax and amounts paid as estimated tax shall be consid- 
ered as paid not earlier than the 15th day of the third month follow- 
ing the close of the taxable year, that is, shall be considered to be 
paid on the due date for the payment. 

It appears, however, that the presumption provided in section 
322 (e) is not applicable to amounts which are paid by the taxpayer 
after the final date for payment of estimated tax and prior to the 
due date for the taxable year. In the case of calendar year taxpayers, 
this would include payments made between the date of January 15 
and March 15. Ordinarily a payment made between these dates is 
not a payment of “estimated tax” for the purposes of section 322 (e) 
and accordingly, interest on a refund or credit must be computed from 
the actual date on which payment was made instead of March 15. 

As a consequence, taxpayers failing to make prompt remittance of 
their estimated tax payments may receive more favorable treatment 
in the allowance of interest than those who pay their estimated taxes 
on time or whose income is subject to withholding. The computation 
of interest from the actual date of payment also, of course, imposes 
a greater administrative burden than where the presumptive date of 
payment is used. 

Section 205, payment by check and money order: This proposal 
would amend section 3656 of the Internal Revenue Code to: (1) Per- 
mit use of uncertified checkes in payment of stamp taxes, (2) permit 
the receipt of checks drawn on any bank or trust company organized 
under the laws or any Territory or possession of the United States in 
payment for taxes or stamps, and (3) permit money orders issued 
by savings or building and loan associations organized under the laws 
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of the United States, a Territory, or possession to be received in pay- 
ment for taxes or stamps. 

Under present law, collectors may lawfully receive certified, cash- 
iers or bank treasurers’ checks and specified types of money orders, 
i payment for stamp taxes, and uncertified checks as well in payment 
of taxes other than stamp taxes. The present requirement as to pay- 
ment for stamp taxes causes additional work for the Bureau of In- 
ternal Revenue and inconvenience and vexation to taxpayers. Per- 
mitting the use of uncertified checks would not result in any material 
loss of revenues when carried out under proper controls. 

The second part of the proposal would protect collectors (or direc- 
tors) of internal revenue in accepting checks drawn on any bank or 
trust company organized under the laws of any Territory or posses- 
sion of the United States to the same extent as he is protected with 
respect to checks drawn on National and State banks and trust com- 
panies. At the present time, the collector receives checks in the former 
class on his own responsibility as a bonded official. 

Section 206, inclusion of interest as part of overpayment when over- 
payment is credited against interest or tax due: Section 3770 (a) (4) 
now authorizes the Secretary to apply an overpayment of tax against 
any other tax lability of the taxpayer. Under the proposed amend- 
ment this section would be extended to authorize the application of any 
interest on the overpayment against unpaid tax liability. While in 
some instances collectors processing small refund claims have apphed 
both the overpayment and interest thereon against unpaid taxes, doubt 
has been expressed as to whether this procedure is justified under the 
present language of section 5770 (a) (4). 

From an administrative standpoint, it is clearly desirable that the in- 
terest be treated in the same manner as the overpayment. Application 
of the interest against unpaid lability will not only improve revenue 
collection, but will eliminate the expense and delay involved in sepa 
rate processing of the interest and the overpayment. Furthermore, 
the delay in making pavinent of the interest occasioned by this sepa- 
rate processing has been the cause of complaints from taxpayers. 

Section 207, time limit on suits for refund: The first portion of the 
proposed amendment of section 3772 (a) (2) provides that a waiver 
by the taxpayer of the notice by registered mail of the disallowance 
of the claim for refund shall be effective to commence the running of 
the 2 vear period of limitations during which suit may be brought on 
the claim for refund. Under present law a suit on a claim for refund 
of tax must be instituted within 2 years from the date of mailing by 
registered mal of a not ice of disallowance of the claim in W hole or in 
part. In the absence of such notice, the statute of limitations remains 
open indefinitely. 

Inasmuch as many refund claims involve taxpayers in low-income 
groups and the amounts disallowed are small, the practice has been 
adopted of not sending the case to Washington for the issuance of a 
registered notice of disallowance where the taxpayer agrees to the dis- 
allowance and signs the usual agreement form. It was considered 
that the administrative advantages of the procedure, hamely, the ex- 
peditious processing of cases and the elimination of clerical work, out- 
weighed the risk involved in leaving the statute of limitations open, 

The amendment would be of material assistance administratively, in 
reducing the number of Causes forwarded to Washington, speeding up 
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action on Cases, and Saving clerical time and expense. It would not 
prejudice the r glits of taxpayers, since suit on the claim for refund 
could be maintained within 2 years from the execution of a waiver of 
the notice of disallowance. 

The second portion of the proposed amendment would pe rmit a suit 
for the recovery of taxes to be commenced after the filing of a claim 
for refund, but before the expiration of 6 months from such filing, 
where the suit is based on a notice of deficiency. 

At the present tine, section 37é2 (a) (2) (A) requires a taxpayer 
in all cases to wait 6 months after the filing of a claim for refund 
before commencement of a suit. The purpose of the Waiting period 
is to avoid court procedures insefar as possible by giving the Bureau 
time to consider and act on refund claims. However, it is claimed that 
such consideration by the Bureau is unnecessary where the tax has 
been paid pursuant to a notice of deficiency. since the Bureau has 
already considered the appropriateness of the taxpayer's claim prior 
to the issuance of the deficiency notice. 

The necessity for the proposed amendment would thus appear to 
be somewhat lu ited. Morover. if the prov ision be aclopted, it should 
make clear that the refund suit rests on the same issues and claims as 
were considered and re jer ted by the Bureau prior Lo issuance of the 
deficiency notice. 

Section 208, extension of time in the case of Saturday. Sunday, or 
legal holiday . This amendment Is designed to provide i uniform rule, 
applicable both to taxpavers and the Commissioner, that whenever the 
last day for performing any act under the code falls on a Saturday, 
Sunday, or legal holiday in the District of Columbia, the act would 
not be considered late if performed on the next succeeding day which 
Is not a Saturday, Sunday, or such legal holiday. 

The Internal Revenue Code now contains such a provision only with 
reference to the filing of a petition in the Tax Court. The regulations 
under the income, estate, and oift taxes provide that a return may be 
filed or payment of tax made on the succeeding business day where 
the due date falls on a Sunday or legal holiday, and similar re ulations 
are applicable to several of the miscellaneous taxes. However. the Tax 
Court has held, for example, in considering whether a claim for refund 
iv timely and in considering the validity of an assessment list signed 
by the Commissioner, that where the time for performance specified 
by statute expires on a Sunday o r holiday, the time is not exte nded to 
the next secular or business dav in the abse nee of an express statutory 
pro\ ision to that effect or a manifest legislative intent. 

The proposed amendment merely treats as timely an act pel formed 
mn the next succeeding business day, but does not change the due ay 
prescribed in the code. Accordingly, no change would be made j 
authorizations for extensions of time, in computation of interest on 
nonpayment of tax, or in any other items which are determined with 
reference to the due date. 

That concludes the statement on the administrative sections con 
tained in the appendix 

Mr. Coorrer. That completes your prepared statement ? 

Mr. Lynen. That does. 

Mr. Cooper. Any questions ¢ 

Mr. Reep. Yes. 

Mr. Coorer. Mr. Reed of New York will inquire. 
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Mr. Reep. With respect to page 4, you will recall I submitted for 
the record yesterday two forms, 1360 and 1352-A, calling for annual 
estimates of personal and family living expenses on weekly, monthly, 
and yearly basis and also statement showing taxpayer’s total assets. 
You stated that these forms were only submitted in fraud or racketeer 
cases and were not required to be filed by the taxpayer, filled in by the 
taxpayer, but he was asked to fill them in for his own protection on 
an ordinary basis. My information is that these forms have been 
sent to taxpavers who are not racketeers or guilty of fraud, who keep 
records which the Bureau believes to be insufficient. 

For example, I have a case of a taxpayer who received a large in- 
heritance and put it in the bank. The Bureau made an arbitrary 
assessment on the basis of bank deposits. T understand these forms 
were sent to him. There was nothing in the transmittal letter that 
indicated he did not have to fill in these forms. He was of the opinion 
that he was required to do so. Will you submit for the record sample 
copies of transmittal letters which were sent with names of these 
taxpavers omitted ? 

Mr. Lyneu. Commissioner Dunlap will answer that. 

Mr. Duntar. You ask if we will submit sample forms of letters 
which we send out? 

Mr. Reep. That is right, omitting the name of the taxpayer. 

Mr. Dun tap. We will be glad to, but T do not think there is any set 
form. Most of these things are handled in personal conferences, 
Any such letters we may have we will be happy to submit. 

Mr. Reep. I would like them in any actual case. The one I referred 
to is where you sent out the transmittal letter and did not indicate they 
did not have to fill it out. 

Mr. Duntap. Mr. Reed, in a Bureau of 57,000 employees, once in a 
while some of them are going to make a mistake. I would not say 
that any one of those 57,000 employees had not improperly used one 
or two of these forms sometime or other. IT will be the last to say that 
those mistakes have not been made, but it is not customary to send 
those forms out in an ordinary tax case. 

Mr. Reen. Of course what I am interested in doing, and I know you 
are, is to see that these are not used for the purpose of just harassing 
somebody that perhaps the field man or somebody else does not just 
happen to like. 

Mr. Duntar. We certainly see eve to eye on that, sir. 

Mr. Reep. Thank you. 

Mr. Coorrr. Does Mr. Forand desire recognition ? 

Mr. Foranp. Yes, sir. 

Mr. Lynch, page 4 of your statement, section 107, kind of leaves 
me in doubt as to which of the two persons involved would be liable 
to the penalty. It reads: 

Persons assisting in preparation of return wouid (1) require any person who, 
for compensation, prepares a return for another, to state his name and address 
on the return and (2) require any taxpayer who pays a person to prepare, or for 
assistance in preparing, his return to state such person's name and address on a 
return if such person has not already done so. 

Here comes the question : 

Willful failure to comply with the provision would subject the violator— 


which of the two would be the violator ? 
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Mr. Lynen. As the section is drawn now, it would appear that 
either or both could be the violator. Our proposal would be that the 
taxpayer in those circumstances should not have that secondary 
liability imposed upon him 

Mr. Foranp. I think that should be made very clear that it is only 
one and not the both of them. If the taxpayer is ready and willing to 
make payment and has somebody help him, then if he fails to have he 
person show the name and ade lress, all right, hold him re sponsib le, but 
in thi ‘ase it seems to me one could blame the other fellow and 
vou sere he rong after both of them. 
~ Mr. Lyncn. Our suggestion is that any liability in this respect be 
imposed only on the person who is in the business of offering tax 
assistance, 

Our suggestion is, for the consideration of the committee, that that 
liability should be imposed only on a person who holds himself out to 
the general public In off ring issistance for compensation to taxpayers 
in filing returns. 

Mr. Fo car Ther I t! 1 k this language should be so amended SO 
isto make the pont clear as to what you are alming at and also that the 
tax form carry information to that effect. 

Mr. Lyncn., I should point out, Mr. Forand, there is of course a 
difference in our proposal and the section as it now reads. We Sug- 
vest that the section as it now reads be considerably delimited, 

Mr. Foranp In othe words, that is some work for the committee 
once we get into executive session. 

Mr. Byrnes. Will the gentleman yield? 

Mr. Foranp. Yes. 

Mr. Byrnes. What are vou going to do in the case where one of these 
tly by night operators who is advertising “Come in and we will save 
you money on a tax return.” is operating. What he does is sit down 
with the taxpaver and fill out a form that he has probably made up. 
They do not fill out the actual tax return form but he supplies them 
all the information he needs and he says, “You take this, go home 
and fill out the tax blank you got from the Government and send 


t 7 Fundamentally, the person who has assisted is not in a position 
to sign that return and he does not want to get himself in a position 
where he has to sign the return. He is trying to avoid it. How are 


you going to reach that range 5 under your proposal ¢ 

Mr. Lynen. I would think that would be the very situation that the 
committee VW oul | want to i] VV ith mM this proposal. 

Mr. Byrnes. That is what the subcommittee had in mind in saying 
that there would be some instances when we would want the taxpayer 
to state the name of the person who assisted. The question is whether 
you would want to extend the penalties. It seems to me from the expe- 
rience of the cry arn ittee what happens is that these peop le jus st do 


not want to put their names on the return. They want to remain in- 
cognito. Sothat you ay meey approach it from the dual angle, namely, 
the first responsibili C\ resting on the 7 erson who assists to vive his 


name and address, and No. 2, the ssdaadneih responsibility on the part 
of the taxpayer naming the person who assists. 

Mr. Lynen. Of course, we are dealing with the section as imposing 
a criminal penalty and it is with bane rence to the Imposition of any 
riminal penalty that we would suggest that it be limited to the person 
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who hold himself out to the public as an expert in offering assistance 
and does not disclose that he does it. 

Mr. Byrnes. What difference does it make whether a person holds 
himself out in that capacity as long as the person receives some com- 
pensation for actually assisting in making out the income-tax return # 

Mr. Lyncu. I think there is a problem in the size and varying con- 
ditions in this country and particularly in smailer communities. 1 
think there doubtless are many people who really out of grace and a 
spirit to assist and in perfect good faith help people who know very 
little and look for reliable help, in connection with filling out their 
income-tax returns, many people like that whom we do not want to 
discourage. I do not believe it would be the purpose of the committee 
to discourage that 

Now, it is just conceivable they may charge a little fee of 25 cents 
or something like that. Maybe a bank clerk, perhaps a school teacher, 
perhaps some person who in a local community is looked upon as a 
person comparatively well versed: he is not an accountant, not a law- 
yer, but he is looked upon as a person pretty well versed and who can 
give assistance, 

Mr. Byrnes. Do not those people, such as bank tellers, individuals 
in the small community who do give some small assistance, look upon 
it as personal service? A person who receives compensation for 
filling out an income-tax return is of necessity holding himself out as 
a person capable of doing it. 

Mr. Lynenu. If the section along this line is to be adopted—and 
I want to be the first to say that it will require considerable thought 
as to the exact language to carry out this purpose—the line of demar- 
cation should be that bet ween a person who goes into the business 
of assisting people, the ones that you see put their signs in the store 
windows, the ones that advertise, the ones for whom this is a very 
substantial part of their activity during the season of income-tax filing, 
and not make the provision so that the person who might do it just 
casually would be discouraged or scared off from continuing on with 
this assistance. Just where that dividing line is offers a problem in 
drafting the section. 

Mr. Byrnes. I do not think it is the intention of the subcommittee 
to recommend anything that will discourage people from helping other 
taxpayers. 

Mr. Lyxcn. Surely. The problem rather goes to the technical lan- 
guage of the section. 

Mr. Foranp. Mr. Chairman, I still have the floor, and I can see 
where this question will require a lot of attention. I do not desire 
to follow much further on it at this time. But I do want to ask 
a question relating to section 302, which says an unauthorized practice 
before the Department of the Treasury would establish specific sanc- 
tions. and so forth. Am I to understand from that that a Member 
of the Congress who has a constituent having some business with the 
Bureau could not go down with the individual and say, “This man 
has a tax case and what can we do about straightening it out?” The 
Member of Congress does not receive compensation for it. Would he 
come within this sanction of section 302? It says here, “Without being 
licensed to appear before the Department.” 

Mr. Lyncu. I would like to suggest that perhaps as ti what. is 
intended here some member of the subcommittee would be better 
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qualified to answer that. I would be glad to give my own reading of 
the matter. 

Mr. Foranp. Here is the reason I am asking this question: For 
instance, | had a case of an estate back home that had been hanging 
fire fora long time. The attorney for the estate was trying to dispose 
of some of the property and he seemed to be running into a snag. He 
asked me if I would contact the Bureau. I called up the Bureau and 
called attention to this particular case and said the man was in town; 
would they see him’ The man went down and they straightened it 
out in a hurry. 

I think you can understand that will happen repeatedly. People 
will come to us. I do not think anything should be written in a law 
so that when a constituent comes to a Member of Congress, he says, 
“Wait a minute, lam going to be subject to a pr nalty.” 

Mr. Lyncu. My opinion is that it would not be applicable. 

Mr. Byrnes. On page 27 of the bill, line 8 there is a condition to 
it: “and receives any money or other thing of value for himself or 
another as a fee for such representation.” 

If a Member of Congress said, “For a fee, sure, I will go down and 
represent you,” that will be a violation under this section. 

Mr. Foranp. I am just a plain layman and I want to be sure that 
if somebody comes to me, I am not going to get my neck in a noose 
trying to do the right thing. I believe the proper way to get these 
things clarified is to bring them up in public hearing and let the world 
know about it. 

Mr. Curtis. Right on that section I would like to ask Mr. Lynch 
concerning a matter that just comes to my mind at this time. 

(on page 27. line 9, what pi rpose do the words “or another” serve ? 
Now, it is unlawful for a Member of Congress to appear before any 
bureau for a fee, but suppose he was asked to make inquiry about a 
ease al al mm connection Ww th this nquiry a paid applic ant qoes appe ir’. 
Is there any purpose or ne d for the words “or another?” If you are 
inprepared on that, why if you have any suggestions later on, we will 
he olad to have them 

Mr. Lynen. | presume that is intended to deal with the front 
runner who 1s wting Tor al other one who Is paid the fee. | would 
presume that it what is tended. I do not mean that it Is necessary 
to have the words tn there. 

\Ir. ( URTIS, Now. | h ive al other question dealing with this section. 


Our subeommittee ran into some evidence of mysterious questionable 


characters contacting the Bureau and officials there in behalf of tax- 
pavers, Those mcd cuats a question were not licensed, hey did 
ot have Treasury cards. This would make it a criminal offense for 


/ 


them to do so¢ 

Mr. LYNCH. { presume this section was directed toward that. 

Mr. Curtis. Now, why not make it an offense for the official in the 
Bureau or in the Treasury, who deals with an unlicensed representa 
tive? Now, certainly when notorious, mysterious characters contact 
Bureau officials, Bureau officials can very easily, by picking up their 
telephone, find out if the person is licensed, there would be no excuse 
for not having the information. Why not include the penalty if he 
goes ahead and negotiates, confers and cliscloses information about 
tax claims to a man not licensed ¢ 
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Mr. Foranp. The Members of Congress are not licensed, how about 
them ? 

Mr. Curtis. I am talking about the class of operators the subcom- 
mittee is trying to reach. Would the Department have any objec- 
tion to expanding section 302 to also reach the Bureau official who 
dealt with an unauthorized person ¢ 

Mr. Lyncu. If this section is to be retained, I think the appropriate 
answer is that there is much warrant for imposing the penalty as you 
suggest along with the penalty here upon the practitioner. I do want 
to say, however—and not related to that particular aspect of the sub- 
ject to which your question was directed, that we have considerable 
concern as to whether this section is not too rigorous, and it is again a 
situation where you are dealing with many types, many classes of 
people, some very well informed, some much less informed, in all areas 
of the country, every place where the Bureau of Internal Revenue may 
have an office, and what is the practice before the Treasury De ‘part 
ment, of course, is a subject of regulation which requires quite precise 
definition and delineation. It involves the problem, of course, of what 
is actual practice or representation as distinguished from service that 
any public Government agency wants to give to people as to inquiries 
with respect to general application of tax laws and things like that. 

Now, considering all those circumstances and considering the fact 
that there are people of good faith and without evil intent or design 
that walk into any small office of the Bureau seeking information and 
they may be innocent of any knowledge of explicit requirements as to 
representation, we think it ought to be a subject of very grave consid- 
eration. We wonder whether a criminal penalty ought to be imposed 
under those circumstances. Certainly the regulations as to practice, 
when the appearance actually constitutes practice, ought to be thor- 
oughly enforced and applied by the Bureau of Internal Revenue. We 
do want to place just a caution as to whether, in this wide country of 
ours and with the prevalence and pervasive character of Federal 
taxes—everybody is subject to the income tax in all areas of the country 
and in all classes—it might not be too rigorous and probably close up 
channels of assistance that are perfectly appropriate and legitimate, if 
there is this sort of rigorous penalty. 

Mr. Curtis. You are thinking of a situation where a man in tax 
difficulties goes to a citizen of some standing and asks him, “Would you 
go talk to the agent” or “Would you talk to the Bureau about my case.” 

Mr. Lynen. That is right, or perhaps the man ts a bookkeeper and 
the taxpayer thinks the man knows about taxes. Perhaps the man isa 
public accountant. It may be that he is not licensed or does not have 
his card before the Treasury Department; he may be any sort of person 
that to the taxpayer seeking assistance may seem to have more “ken” 
nbout the problem. If he is brought in at the present time, if he comes 
along with the taxpayer—of course the taxpayer may have with him 
whomever he wants when he comes for the conference; it may be, 
however, that he looks to this other person for assistance in bringing 
some of his records, some of his books, or analysis of the records or 
something like that. It may be perfectly appropriate when that per- 
son comes, for the Bureau of Internal Revenue official dealing with 
him calling to his attention what the practice requirements are and 
giving him an opportunity to conform with them; that is the practice. 
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But on the other hand, to have outstanding a criminal penalty applica- 
ble so broadly gives us some concern as to whether it would not have 
too rigorous or too prohibit ive an effect. 

Mr. Curtis. Do you require credentials of a man who comes in, not 
accompanied by a taxpayer, and proceeds to want to discuss a tax 
problem ¢ 

Mr. Lyncu. If he comes in to discuss a particular tax case, when he 
comes in the interest of the affairs of the tuxpayer, yes. 

On the other hand, we have many many people who come in who 
want general information about taxes where it does not appear to be 
applicable to any specific tax case. We do not think, and 1 am sure 
you will agree with us, in that case a card should be required. 

Mr. Curtis. Of course you cannot control how they apply general 
information to specific cases after they leave the place. 

Mr. Lyncu. No; but it is where the inquiry is general. 

Mr. CurRTis. W here you do require credentials is there a standard 
for that ¢ 

Mr. Lyncu. Yes: power of attorney. 

Mr. Curt Is. Power of atto1 ney ¢ 

Mr. Lynou. As well. 

Mr. ( URTIs., Coming back to some of these cases, and I realize the 
small number of them compared to the volume of business done, some 
of these characters around Washington had no power of attorney hied, 
yet they negotiated right along, 

Phe CHAairnMAN. With respect to secton 103, present regulations un 
der section 04 exempt wage earners and farmers from strict record 
keeping requirements. Is it your purpose LO change the regulations 
In this respect is might be Intel preted under section 105 4 

Mr. Lyncu. No; that is not the purpose of section 103. 


The CHariRMAN. It is not 

Mr. Lyneu. That is right. 

The CHAIRMAN, | have one more question. It has been suggested 
section 104 of the bill is too broad and would perhaps unduly harrass 
businessmen. While designed to hit the tax evader, it can interfere 
with normal business operations and professional handling of tax 


miatters, It is si ogested there may be some trouble on this pon t. 
What is your reaction W th respect to that problem ‘ 

Mr. Lyncu. This is directed toa problem that is really worthy of 
crave consideration. In carrying it out obviously we would have no 


purpose in our regulations or information requirements to collect a 
whole lot of information that would just burden ourselves as well. 
We would try to carry it out so that it would be directed to the heart 
of the problem, which is in the way of getting disguised compensation, 
which is in the way of offering services and facilities that are personal 
that contribute to personal living matters. 

Lhe ¢ HAIRMAN, ] have heard a eood deal of complaint down home 
‘rom taxpayers, businessmen, who are patriotic and honest and want 
to pay their taxes, but they say there are so many bookkeeping require 
ments that they can haraly Keep suflicient office help, that they are 
pul to unreasonable and undue expel se to keep the books as required 
by regulations. I hear that complaint very earnestly and sincerely 
made, not only by one but by a number of honest, patriotic taxpavers. 
You cannot harrass the taxpayers too much and if too much of their 
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time is taken up in keeping records and unnecessary records, why they 
get so dissatisfied with it they are not willing taxpayers. It just seems 
to me that more caution could be observed to avoid promulgation of 
unnecessary regulations and in making regulations that are not needed 
at the present time. 

Mr. Lynxcu. I would not think, Mr. Chairman, that it would require 
the keeping of any additional accounts or records. The expenses are 
deducted by the business. It is directed to the problem of trying to 
differentiate between what is the legitimate business e xpense and what 
has been brought conspicuously to attention as a growing problem of 
what some people call “nest feathering.” of what others have described 
as living in an expense economy. Rather than getting ack litional 
compenation which would be regul: rly subject to tax by the individual, 
it is so much more profitable, in some cases, and I do not want to 
exaggerate the number—it is just in some cases—for officers, employees, 
partners, and others, who receive contributions that fo to their per 
sonal gain and personal living expenses. 

We would hope, Mr. Chairman, that that could be carried out where 
t would not require any additional bookkeeping as to the person who 
is in a business and necessarily keeps regular business books all along. 
[t would call on an identification of that character of payment. I do 
not see where it would require substantial additional record keeping 
or bookkeeping. 

Pei haps the Commiusisoner would like to comment on that subject. 

Mr. Duntapr. Such practices of large businesses have been discussed 
here a number of times where, rather than raising a man’s salary they 


pav him an exaggerated expense account, furnish him a cottage in 
Florida, or furnish him some other eratuitous benefit which has the 
sole result so far as the taxpayer is concerned of raising his remunera- 
tion but with respect to which, under our present set-up, we receive no 
nformation whatsoever. While the man is actually receiving remu 
neration in forms other than cash, under the prese nt set-up we do not 
vet that information. Certainly in the smaller businesses that prac- 
tice is not at all prevalent. It would not atfect them at all. 

The CHarm™ AN. It is necessary that the law be as specitie on parts 
of that kind and leave as little of it to recul ition as possi! le. Regula- 
tion, you know, 1s quite a broad term. It seems to me that these 
th ngs si ould be spelled out in the letter of the law. wh if exemptions 
the taxpayer 1s e! titled to, what deductions he is entitled to and what 
he sSnotent tled tO. The law should he spelled out as fully aus possible 
without somuch reliance on administrative regulations. The question 


of whether or not the regulation does conform to law results in litiga- 
tion in tax court and if the law was more specific and the letter of 
the law was clear. it might obviate that. 

Mr. Lyncu. We would be agreeable to any improvement of the 
section that might sharpen it up. 1 would like to point out, Mr. 

Chairman, that in providing in this particular section that this require- 
ment does not 8p yply where the aggregate value of payments-or services 
during the vear is less than $200, the bill accords with the purpose 
you Fi Sy 

The Cuairman. Does it not take a lot of bookkeeping to draw the 
S200 line ¢ 

Mr. Lynen. I would not say so for this reason, that all these items 
in the cases we have in mind are taken as business deductions. They 
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are taken as deductions by the corporation and for the corporation to 
take a deduction as a business expense, it would in the regular course 
have its own records as to the items. 

The CrarrmMan. Is there anything sacred about $200? It might be 
too high in some cases and low in others. 

Mr. Lyncu. It might be. As I understand it, in drafting this sec- 
tion it was thought there ought to be some floor, just as an assurance 
to the committee, so the committee would feel if it adopted this see- 
tion that it would not be subject of nuisance reporting. 

The CuarrmMan. You are to understand that my questions are not 
in the spirit of criticism by any means. They are directed to obtain 
Ing information to see what can be done, so at least the taxpaver would 
have more celarly defined what the law means with respect to him and 
the taxes he is expected CO pay and should pay. It seems to me there 
is a field right there that might well be covered. 

Mr. Coorer. Mr. Chairman, I would like to inquire briefly for in 
formation with respect to this section LO4, about which the chairman 
has asked some questions. 

Of course 1 can understand the desire to try to reach these cases 
that were indicated by the Commisioner there w here expensive present $ 
are Given to these people, cottages at summer resorts or winter resorts 
or various things of that kind. We have heard a great deal of prac 
tices of that type having been indulged in. I am sure all of us want 
to get ul these thu gs and cry to straighten the thing out on a prope 
basis aS near as possible. 

At the same time we want to try to insure that the th oO will not 
become a source of abuse or carried too far. Now, solely To! the 
purpose of securing some information along that line, | would lke 
to ask you with respect to page 4, lines 22 and 25 there, what is meant 
by “anyvthu g of value” under this section ? 

’Mr. Lynecn. I think the use of that language grows out of the 
examples that have come before us, and that means rather th in the 
payment ol money, making thines available, making L plane tol 
week-end resort trips, to Jamaica or some such place, or makir 


summer cottage ava lable o1 things like that. It nay not hea pavment 
of money, but it is intended to be a fa lity Ol something of value 
which is of a persol il character, which is for the pers mal use and 
enjoyment of the officer o1 employee or partner. It is because of 
those instances which at least have been subject to quite conspicuous 


] 
} 


h things that the language is used there. 

Mr. Coorrer. ‘That is the type of case that this language is endeavor- 
ing to reach. 

Mr. Lyncu. That is correct. If the corporation should build and 
furnish a home for its oflicers, ¢ mplovees, I mean solely for personal 
use. we are not speaki pL of proper business deductions here. 

Mr. Coorrr. ‘That is one reason | was inquiring. It is not intended 
to apply in the case of proper business practices that are usually and 
ordinarily engaged in by businessmen ? , 

Mr. Lynen. It is not. 

Mr. Coorer. Of course we know that many employers provide their 
employees W ith facilities W h ch are intended to promote and develop 
new business and to continue existing business. This might include 
membership in clubs, expenses for entertaining business clients in the 


discussion, it is because oT suc 


20491 52 5 
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home, or making available transportation, taking employees to places 
where they have business for the company or the employer for whom 
they work. 

Now, the thought would not be to disturb the ordinary business 
practices that are generally recognized as legitimate and appropriate 
among the experience of businessmen ‘ 

Mr. Lyncu. No, it is not directed to that. It certainly would not 
be profitable to the Bureau of Internal Revenue to require all these 
records and go over all reports such as that because those are common 
practices as to legitimate business deductions. 

Mr. Coorrer. 1 can see perhaps that in a case where a large com- 
pany has plants maybe in a dozen or 50 different places and here is 
the manager of one plant, they want to transfer him to another plant, 
he says, “Well, I can’t find a home. I can’t find a place to live.” They 
might offer him some inducement in the way of helping to locate a 
place for him or even make some payment on facilities necessary for 
him. That is a business practice among businessmen which has been 
going on for a long time and it is not necessarily intended to affect the 
revenue of the Government, is it ¢ 

Mr. Lyncun. No. 

Mr. Coorer. This section is intended to reach the cases mentioned 
by the Commissioner. 

Mr. Lyncn. That is correct. 

Mr. Cooper. And amplified by you. 

Mr. Lyncu. That is correct. 

Mr. Coorrer. Would it force a department store to record the dis- 
counts allowed employees if it is not even considered as income, if it 
amounted to $200 during the year / 

Mr. Lyncu. In its ordinary practice, no. 

Mr. Cooper. It would not? 

Mr. Lyncn. We would not think so. On the other hand, a busi- 
ness might make it a practice of giving television sets, of giving auto- 
mobiles just as personal gifts and for personal use, where a person 
would rather have that than have additional compensation because 
he is taxed on it. It seems to us that that is the type of thing we are 
trying to get at. 

The Cuatrman. Mr. Combs. 

Mr. Comers. Mr. Lynch, I want to suggest two problems for you to 
be thinking about. We do not have time to pursue them now. 

First, with respect to a provision which requires an attorney to 
show that he gave assistance in the preparation of income tax, now 
here is a situation that can arise. I do not intend when I go back 
in law practice to hold myself out as a tax expert. After being on 
this committee and seeing the complexities of the tax law, I do not 
think there are any such animals except a few experts in the Bureau 
and on the staff. I cannot vouch for anything that a taxpayer client 
may bring in. He may want some information. He comes in and I 
give him the information the best I can and he goes off. Either him- 
self or with the help of somebody else, he prepares the return and he 
sticks on there, “J. M. Combs assisted in preparing this return.” 
Now, I am very fearful under this provision as it is written I as an 
attorney might be subject to penalties because of advice given on some 
particular phase or feature of a taxpayer's problem. My thought is, 
What would be the implications of this provision? 














ADMINISTRATION OF INTERNAL REVENUE LAWS 63 


The other problem is that with respect to the expense accounts. 
If I understand the provision, it merely provides in substance that 
only those expense allowances will be allowed as deductions where 
they are kept and reported in accordance with the regulation of the 
Bureau or Treasury. 

Now, it seems to me there are two questions that arise there. One 
is we would provide an act to authorize regulations to be made with- 
out knowing what they are going to be. The second is that the average 
taxpayer is not familiar with the Treasury regulations and they are 
subject to change from time to time. He comes up to the end of the 
vear, taxpaying time, to find he cannot make certain deductions be- 
cause back there when these expenses arose he did not keep the ac- 
counts that the Treasury prescribed. I think that is rather bad. 

Iam a great believer in spreading out in the statute just exactly what 
the taxpayer is supposed to do so that he and those who advise him 
may know by statute what he is supposed to do. Otherwise these 
regulations are not familiar to the average taxpayer at all and he 
goes along incurring expense and has no advance information as to 
what he has to do to get those deducted. 

I am merely suggesting those two problems because it is too late to 
pursue them at this time. But I think both would require a good deal 
of thought. It seems to me they should because after all we ought 
to try in our tax laws to fix them as simple as it is possible to fix tax 
laws so that the taxpaver who is honest and wants to do right will 
know how to do it just by reading the statute. 

I want you to give thought to that and see if we cannot spell out 
some things so that the taxpayer will know just what to expect. 

Mr. Coorer. Mr. Chairman, I suggest that we recess at this point. 

The Cuamman. Without objection, we will recess until 1: 30, 

(Whereupon, at 12:25 p. m., the hearing was recessed until 1:30 
p. m.) 

AFTERNOON SESSION 


(The committee was reconvened at 1:50 p. m. at the expiration of 
the noon recess. ) 

The Cuatrman. The committee will please be in order. 

The Chair recognizes Mr. Kean. 


STATEMENTS OF HON. THOMAS J. LYNCH, GENERAL COUNSEL, 
TREASURY DEPARTMENT; HON. JOHN B. DUNLAP, COMMIS- 
SIONER, BUREAU OF INTERNAL REVENUE; AND CHARLES W. 
DAVIS, CHIEF COUNSEL, BUREAU OF INTERNAL REVENUE— 
Resumed 


Mr. Kean. Mr. Lynch, I want to refer to section 102 of the bill. 
This section was put into the bill as a result of certain revelations that 
were made by the Senator from Delaware, and he included in the 
Congressional Record a certain letter which had been written to a tax- 
payer, Mr. Richard J. Reynolds, of Winston-Salem, N. C., from the 
Department. 

I think that we ought to know first if this section is necessary: 
second, is it comprehensive enough; and third, I think we should know 
why the Treasury took this action and whether the Treasury Depart- 
ment’s decision was in accord with the law. 
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Our committee in executive session decided that rather than call 
out the Department especially on this one item in a public hearing, 
that in order to make it more convenient for you and the members 
of the Department, the inquiries would be made when we were con- 
sidering this bill. 

Now, Mr. Lynch, will you tell me the story of this Reynolds case 
as much as you can without breaking section 55¢ I know that you 
cannot give all of the information. All the information could only 
be given by Mr. Reynolds himself, but if you could tell me the story 
of how this thing came about, 1 would appreciate it. 

Mr. Lyncu. I will be glad to give you and the committee all the 
advice and information we have about the matter, Congressman Kean. 
L would like to first point out that the Reynolds matter that you 
speak of relates to Richard J. Reynolds and the address that we have 
is 1206 Reynolds Building, Winston-Salem, N. C. That matter was 
reported to the Senate Finance Committee, and I believe certain state- 
ments were made on the floor of the Senate and certain documents 
were included in the Congressional Record. If you would like to have 
those documents avallable for your hearing, we have copies of 
them here. 

Mr. Kean. Since that has already been printed in the Congres- 
sional Record, I think it would be a good idea to just have that letter, 
not read but made part of the hearing at this time, the letter from 
Mr. McLarney to Mr. Reynolds. 

Mr. Lyneu. I would be glad to do that. 

Mr. Kean. May I have unanimous consent to put that in the record ? 

The Cuarrman. Without objection, it is so ordered. 

(The letter referred to is as follows:) 

DECEMBER 30, 1948. 
Mr. Ricnarp J. REYNOLDS, 
Winston-Salem, N. C. 

Dear Mr. Reynoips: Reference is made to a letter written in your behalf by 
Mr. Stratton Coyner, attorney, dated December 28, 1948, in which it is stated 
that vou have received a final settlement offer from the Democratic State Com- 
mittee of New York of 10 percent of the aggregate face amount of unpaid demand 
notes issued by the committee which you now hold for collection, 

A ruling is requested as to whether (1) the acceptance of such offer would, for 
Federa ncome-tax purposes, constitute a gift, and (2) the loss representing 
the difference between the aggregate face value of the notes and the amount 
received in tu ettlement would be considered as a nonbusiness debt. 

The letter states that vou now hold the following notes of the Democratic 
State Committee of New York: 

Note dated February 27, 1947, payable on demand, signed by Carl Sherman; 
treasurer, $75,000. 

Note dated February 27, 1947, payable on demand, signed by Carl Sherman, 
treasurer, $100,000. 

Note dated October 14, 1944, payable on demand with interest after demand at 
rate of 1 percent signed by Carl Sherman, treasure7z, $96,000. 

Note of Democratic State Committee of New York dated February 27, 1947, 
payable on demand to Democratic State Committee of New Jersey, endorsed 
without recourse by the Democratic State Committee of New Jersey, by (not 
stated in letter), $39,110.45. 

The notes presently held by you are represented to be issued in consummation 
of a series of transactions involving advances to the Democratic State Com- 
mittee of New York. In all transactions it is represented that the advances 
were in the nature of loans inasmuch as notes were received as evidence of the 
obligations incurred by the committee. The representations in respect of ad- 
vances made over a period of years extending back to the year 1940, the notes 
issued in respect of the obligations and the payments made on such notes are 
fully disclosed in the letter of your attorney. 








ADMINISTRATION OF INTERNAL REVENUE LAWS 65 


It is stated in the letter that you were assured at the time the loans were 
negotiated that repayment of the loans, fully covered by demand notes, would 
be made on an annual basis. Subsequent events, however, precluded the com- 
mittee from discharging as contemplated, the several notes issued as evidence of 
its obligation to repay the advances made by you. It is stated further that 
demands have been made at various times for the payment of the notes which 
have resulted only in the receipt of renewal notes. 

The possibility of instituting legal action against the committee, it is stated, 
was of no avail inasmuch as reducing the notes to judgment and throwing the 
committee into bankruptcy would have accomplished nothing toward the pay- 
ment of the obligations Furthermore, it is stated that the Democratic State 
Committee of New York has no assets of any consequence and no uncollected 
enforcible pledges. <A certified page from the official report of the Democratic 
State Committee of New York, dated November 2, 1948, showing the outstanding 
loans payable by that committee, has been submitted and, supplementary thereto, 
it is stated that the Democratic State Committee of New York has only a small 
bank balance of less than $5,000, and office furniture for four offices and a recep 
tion in the Biltmore Hotel in New York City 

It uppears that your demands for payment of the notes finally resulted in the 
submission of an offer on the part of the Democratic State Committee of New 
York to pay in full settlement, in cash, 10 percent of the aggregate face amount 


on the outstanding notes. The offer is contained in a letter addressed to you 
under date of December 23, 1948, and signed by Mr. Carl Sherman, treasurer, 
Democratic State Committee of New York. 

In view of the representations and data submitted it is concluded that (1) 


the acceptance of the offer of the treasurer, Democratic State Committee of New 
York, would not, for Federal income-tax purposes, constitute a gift and (2) any 
loss incurred resulting from such acceptance would be considered as nonbusi- 
ness debt within the meaning of section 23 (k) (4) of the Internal Revenue 
Code 


Very truly yours, 
BE. I. McLArNey, Deputy Commissioner 

Mr. Lynen. I would like to point out first in relationship to this— 
and let me interpolate that we have here available to the committee 
all of the pe rsons who h id to deal with this problem, | believe, and we 
would be glad to give you all of the information about it—but T would 
like to point oat first that the question 1s as to whether or not a loan 
toa political cor imittes could or could l t be rie luded Vi thin section 
23 (k) (4) of the Internal Revenue (¢ oe as a nonbusiness debt. J 
would like to say further, although not anticipating the course of 


your Inquiries, that | have not heard any subst intial doubt up to th 

moment cast upon the view that section 23 (k) (4), within its terms 
does include the writ off ofa bona fidle debt to 2 polit ( | committee 
or any type of nonbusiness institution. I would lke to further state 
that as - as the policy of the matter is concerned, it is our view 
that questions in this area are primarily questions of policy for the 
Congress, vor hence as we tried to make clear in our statement today, 
obviously the Treasury would have no objection to a chang » in 23 (k) 


(4) which would exclude a loan of this type as a deductible write-off 
for tax purposes, and, in fact, the enactment of such a provision would 
have the benefit to the Internal Revenue Bureau of not being required 
to assume the administrative burden of passing on such items. 

I would like to re: d section 23 (k) (4). [think it is imperative that 
the record be as clear as possible on this matter: 


Nonubusiness debts | | ~e of tuxpayer other than a rporation fa 
honbusiness deot b ss Within the taxable year, the loss resulting 
therefrom shal! be « sidered a loss from the sale or exchange during the tax 
able year of a capital asset held for not more than 6 months. The term “1 
business” debt means a debt other than a debt evidenced by a security as de 
fined in paragraph &%, : { other than a debt the loss from tl rthlessness of 
which is incurred in the payer's trade or business 
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The substance of that is that a debt, although it is not a debt in- 
curred in the taxpayer’s trade or business, qualifies under that section 
to receive tax treatment as if it were a short-term loss. 

Mr. Kean. Of which 50 percent of that can be taken. 

Mr. Lyncu. That is right, and which can be written off against 

Mr. Kean. Against capital gains. 

Mr. Lyncen. 100 percent to be written off against capital gains. 

That letter to Mr. Reynolds is dated 1948. 

Mr. Kean. December 30, 1948. 

Mr. Lyncu. December 30, 1948. 

And, as I understand it, it has to do with loans made to the Demo- 
cratic National Committee for the State of New York in 1940 and I 
believe some part in 1944. 

Mr. Kean. In 1944, yes, there was $96,000, I believe. Is that 
correct ? 

Mr. Lyncu. I am so advised. 

May I ask Mr. Martin and Mr. McLarney to join me here? 

Mr. Kean. Surely. 

Along that line, in the letter it refers to loans made in 1947. 

Mr. Lyncu. Those are notes dated 1947. 

Mr. Kean. Those are notes dated 1947, which means that those were 
renewals of the old loans made in 1940 and the one made in 1944? 

Mr. Lyncu. That is correct. 

Mr. Kran. How much were the loans that were made in 1940? 
Were those loans all made to the New York committee? There seems 
to have been a New Jersey proposition in there. 

Mr. Lyncu. May I suggest this: In the letter which you have before 
you there is a statement as to the dates and amounts of the notes, some 
of which are renewal notes, and perhaps it would be more helpful if 
Mr. MeLarney would give you the original transaction as well. 





STATEMENT OF EDWARD I. McLARNEY, DEPUTY COMMISSIONER, 
BUREAU OF INTERNAL REVENUE, WASHINGTON, D. C. 


Mr. McLarney. Mr. Chairman, the first note was dated October 31, 
1940, in the amount of $75,000. 

Mr. Kean. $75,000, on October 31, 19-40. 

Mr. McLarnry. That is right, and that loan was made to the Demo- 
cratic State Committee, New York City. 

The second note was dated November 26, 1940, and that loan was 
made to the New York State Democratic Committee in the amount 
of $100.000. 

The next note was dated October 31, 1940, and it was made to the 
New Jersey State Democratic Committee. There were two notes 
aggregating $100,000, one for $60,889.55, the other $39,110.45. 

On November 1, 1940, a note was received for a loan made to the 
Illinois State Democratic Committee in the sum of $25,000. As of 
May 27, 1942, the New York committee paid the balance of a note 
amounting to $60,889.55. 

Mr. Kean. The New York committee paid in 1942 $69,000? 

Mr. McLarney. On May 27, 1942. 

Mr. Kran. Did they pay that with interest or not? 

Mr. McLarney. Those notes all carried interest. 

Mr. Kean. They did carry interest? 











ADMINISTRATION OF INTERNAL REVENUE LAWS 67 


Mr. McLarney. Yes. 

Mr. Kean. So that this payment of $69,000 was with interest ? 

Mr. McLarney. With interest, principal plus interest. 

On July 25, 1942, $25,000 was paid on the Illinois note, which was 
dated November 1, 1940. 

Mr. Kean. In other words, the Illinois note was all paid off? 

Mr. McLarney. The Illinois note was all paid off; yes, sir. 

As of October 14, 1944, a further loan was made for $96,000. 

Mr. Kean. In other words, he had loans already out amounting to 
some $200,000 and he made an additional loan of $96,000 in 1944? 

Mr. McLarney. That is right. 

Mr. Kean. To the New York committee? 

Mr. McLarney. To the New York committee. 

Mr. Reep. The Democratic committee ? 

Mr. McLarnry. The New York Democratic Committee, yes, sir. 

Mr. Kean. Is that the end of any payments? 

Mr. McLarney. The last payment made was July 25, 1942 for the 
sum of $25,000. 

Mr. Kean. That is when they paid off the Illinois note? 

Mr. McLarnzy. Yes, sir. 

Mr. Kean. What happened to the New Jersey loan? I believe the 
letter from you to Mr. Reynolds mentioned: 

Note of Democratic State Committee of New York dated February 27, 1947, 
payable on demand to Democratic State Committee of New Jersey, endorsed 
without recourse by the Democratic State Committee of New Jersey, by (not 
Stated in letter), $30,110.45. 

Mr. McLarney. Just that note is outstanding, $39,110.45. 

Mr. Kran. Are you sure that there was interest on all the notes? 

Mr. McLarney. The $96,000 note was a demand note with interest 
payable after demand was made, at the rate at 1 percent. 

Mr. Kean. That is, the $96,000 note had 1 percent interest. How 
about the rest of the notes? 

Mr. McLarney. According to our records here, the S75.000 note 
made in October 1940 as well as the $100,000 note made in November 
1940 apparently did not bear interest. 

Mr. Kean. Then your first statement is incorrect ? 

Mr. McLarney. That is right. 

Mr. Kean. Now, that Illinois note bore interest, did it not? 

Mr. McLarney. The record here is not clear, Mr. Congressman, as 
to whether or not it did bear interest. 

Mr. Kean. I understood it did, that the Illinois note bore interest, 
but if you cannot testify to that— 

Mr. McLarney. Is this the $25,000 note? 

Mr. Kean. Yes. 

Mr. McLarney. Yes, that bore interest at 5 percent. 

Mr. Kean. At 5 percent. In Illinois he charged 5 percent while in 
New York he charged nothing except 1 percent on $100,000, 

Now. was this payment of the S69.000 a repayment by New Jersey, 
or what is the situation’ I mean the write-off was not against New 
Jersey, was it? 

Mr. McLarney. The write-off was based on the loans that Mr. 
Reynolds made on which he held notes from these different com- 
mittees. 
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Mr. Kean. This New Jersey note seems to have been endorsed by 
New Jersey. 

Mr. McLarney. To Mr. Reynolds, that is right. 

Mr. Kean. What 1 am trying to find out is this: I think it is so that 
the Democratic State Committee from my own State paid back some 
money, 

Mr. McLarney. Do you mean the $°9,000, Mr. Congressman ? 

Mr. Kean. Yes. Did they not pay that? The note to New Jersev 
originally was $100,000, 

Mr. McLarney. It was $100,000, 

Mr. Kean. And the $69,000 that was paid back, was that New 
Jersey / 

Mr. McLarney. The $69,000 was paid by New Jersey. So they 
had outstanding at the time the ruline was made $39,110.45. 

Mr. Kean. Of New Jersey? 

Mr. McLarney. Of New Jersey. 

Mr. Kran. But that had been endorsed without recourse. 

Mr. McLarney. That is right. 

Mr. Kean. Now, how much, 
loans on December 31, 1948 / 

Mr. McLarney. $310,110.45. 

Mr. Kean. $310,110.45. Was that all? Where did I cet the idea 
in niy head that it was some $400,000 7 

Mr. McLarney. I believe if you would add back the payment of 
$85,000 you would arrive at vour figure. I think that is right. If 
vou take the $310,110.45 which was the balance outstanding on notes 
as of December 31, 1948, and add to that figure the two payments that 
were made, aggregating $85,000, I think you would arrive at a total 
of S400.000, 


therefore. was outstanding of these 


Mr. Kean. I understand, though it is a little mixed in the fioures, 
that New Jersey paid its debt in full and took a note from the New 
York Committee for the $39,000 and it endorsed its obligation over 
SO that the obligation “at the end wis Ne VW York's entirely, is that 
correct ¢ 

Mr. McLarney. I think that is correct. 

Mr. Ki ANe New Jersey did pay 

Mr. McLarney. New Jersey paid 860,000, 

Mr. Kean. And the debt was New York’s. 

Now, this was the situation: Mr. Reynolds had a $310,000 note. 
What h ippel ect ? 

Mr. Me LARNI _# Well, after Mr. Reynolds had mace demands on 
the State Democratic committee for pavinent — 

Mr. Kean. Do you have a record that he made the demand ? 

Mr. McLarney. We have representations to that effect in the re 
quest for ruling letter prepared by his attorney. 

Mr. Kean. You have representations / 

Mr. McLarney. Representations in the request for ruling letter 
that demand for payment was made. 

Mr. Kean. In other words, you took the word of Mr. Reynolds’ 
lawyer that Mr. Reynolds had tried to cel this money back ? 

Mr. McLarney. That is true, Mr. Congressman, and based upon 
such representations we made the ruling 

Mr. Kean. You have no proof in any way that he ever did try to 
get the mor ey hack ? 
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Mr. McLarney. Excepting the proof based upon the examination 
rf the tax return when the return was reached for audit. 

Mr. Kean. What do mean, when it was reached? What was the 
proof? Did Mr. Reynolds on his return—if you can give the informa- 
tion here, and I do not know whether you can or not—show proof, by 
letters and various things, that he had demanded payment ‘ 

Mr. McLarney. We have in the record a letter from the Treasurer 
of the Democratic State Committee dated December 23, 1948, in which 
they say to Mr. Reynolds that they have to advise him that the com- 
mittee is unable to pay these loans. 

Mr. Kean. When did that matter first come up? How did it come 
up! Was it before the 23d of December? Was that letter written 
after the first meeting with someone, with the officials, or was it before ¢ 

Mr. McLarney. The request for ruling is dated December 28, 1948. 

Mr. IK iN. That is the request for ruling to you, but before then 
did not somebody talk to one of the officials of the Treasury Depart 
ment and ask him about the case ? 

Mr. Lynceu. I will be glad to answer that. 

Mr. Kean. All right. 

Mr. Lyxcu. On December 27, Judge Mayock, whose full name is 
Welburn Mavock, who, | understand Was general counsel of the 
Democratic National Committee, came in by appointment to see Mr. 
Foley. Mr. Foley asked me to be present at the time and I was present 
at the time. 

Mr. Kean. This was on December 27? 

Mr. Lyncu. This was on December 27. 

Mr. Kean. That was the first t me you had heard al out this matter ¢ 

Mr. Lyncu. No. I want to say this: That on December 21, 1948, 
accord yr to mv notes, I made an n quiry of a staff mei ibe of the 
Bureau of Internal Revenue on an entirely hypothetical basis. I asked 
the question WV hether or not a loan to a political committee could be 
charged off as a nonbusiness debt when it becomes worthless. or if and 
when it becomes worthless as a capital loss offsett ng capital valns. 
Phat mnquiry Was on an entirely hypothetx al basis, on the basis that 
someone would present the problem of whether or not this could be 
dor e VW ith rt spect to loans tothe Democrat Nati mal © onimittee. My 
only nquiry at that rin — 

Mr. Kean. Why did you make this inquiry? 

Mr. Lynceu. The or ly thing I could sav on that is: I never saw Judge 
Mayo k. I do not think I heard of the matter from anv outsider at 
that time, and the o1 L\ thi o I can presume, and this was in 1948S the 
only thing I can presume 15 that probal ly somebody cilled up and 
said they wanted to | ive 2 appointment to raise the quest on. mm whi h 
case it would not be u ual if I thought I would have anything to do 
with the matter to get my) self a little bit s« hooled on the answer to 


the q iestion. not to ive the answer to it. but just to learh Whiat the 


posture of the matte: 


Now, that is the only thing, and that was not presented to 
Bureau as a question for their consideration; it was just an abst. 
question as to whether or not there could be considered under that 
question the write-off of debts to a pol tical committee. Phe ai er 
that I got was a purely hypothetical answer that there was nothing 


} ] 


in the section that excluded political debts. 
Now. if I might 1) : ip then— — 
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Mr. Kean. Just along that line, you made that telephone conversa- 
tion on December 21 ? 

Mr. Lyncu. December 21. 

Mr. Kran. Then 2 days later the Democratic National Committee, 
or rather, the State committee, wrote a letter to Mr. Reynolds stating 
that they were unable to pay. 

Mr. Lyncu. This information I know I did not pass on to anyone. 

Mr. Kean. You did not pass it on? 

Mr. Lyncu. Oh, no. This was simply information, because some- 
one must have told me that people were coming in on this matter, 
and it was entirely my own schooling. 

Mr. Kean. But they asked you first; somebody asked you the 
question ¢ 

Mr. Lyncn. I think somebody said these people are going to come 
in and ask this question. 

Mr. Kean. Somebody told you that people were coming in, and after 
they decided they were going to come in, then they wrote the letter to 
Mr. Reynolds. 

Mr. Lyncnu. I could not contribute to that. I mean my conjecture 
or yours would be just as applicable on that. 

Mr. Kran. Now we have gotten the case up to where the general 
counsel for the Democratic National Committee—this was not the 
State committee but the National committee—came in to see Mr. Foley 
in your presence. 

Mr. Lyncu. That is correct. 

Mr. Kean. And then what happened ¢ 

Mr. Lyncu. As I recall it, he stated what the problem was. I am 
doing this by recollection. 

Mr. Kran. I understand. 

Mr. Lyncu. And he outlined that the problem was that the Demo- 
cratic National Committee of New York had received these loans back 
in 1940 or 1944. I do not recall any great amount of detail about it, 
except that they were loans from several years past. He said that 
they had intended to try to pay these debts off, that they then found 
themselves in the situation where they faced either bankruptcy, filing 
a voluntary petition in bankruptcy in order to wash them out, or be 
enabled to effectuate a settlement on a nominal basis. That was the 
substance of what was said. 

gut we told Judge Mayock, Mr. Foley, and myself, was that the 
matter should be taken up with the Bureau of Internal Revenue, that 
it should be taken up by the principals or their representatives, and 
that they should make their own arrangements for taking it up with 
the Bureau of Internal Revenue. This is not novel, because under any 
circumstances like that we would not purport to give them an answer 
to the question on it, because those are oby iously matters that have to 
be taken up after an opportunity to get into the facts, and by the 
people within whose competence and responsibility lies the decision. 

Mr. Kean. Do you have notes there of what took place? 

Mr. Lyncen. I have notes only of the fact that I went in to see Mr. 
Foley with Judge Mayock that day, and only notes of the fact that on 
the following day I called Mr. Oliphant which I am giving you—we 
made no memorandum of the conference. 

Mr. Kean. You made no memorandum at all? All you have is your 
notes ¢ 
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Mr. Lyncu. We did not think it was necessary. Our suggestion was 
at that time to take it up in the regular order with the Bureau of 
Internal Revenue. 

Mr. Kean. You do not know whether Mr. Oliphant kept any notes 
of the conversation ? 

Mr. Lyncu. I know he didn’t, because I have discussed this with 
him sirtice. 

Mr. Kean. Do you not usually keep notes? 

Mr. Lyncu. Not on a matter like that, no. This is perfectly ordi- 
nary. There is simply the fact that this gentleman came in and made 
a preliminary inquiry of a matter, we listened to him and we told him 
that the principal should take it up or his representative should take it 
up with the Bureau of Inte rnal Revenue. It is not unusual. We have 
many reque sts from pe op! e who come into the Treas ury Departme nt, 
and if it is a question as to either advice or rulings, we feel that the 
proper and the only orderly thing to do, and the only way you can run 
an establishment with some order, is to suggest to them that they take 
it up with the people who handle such matters. 

Mr. Kean. Then you and Mr. Foley told the legal adviser on the 
Democratic National Committee that he should advise Mr. Reynolds 
that he should take it up with the Bureau of Internal Revenue ? 

Mr. Lyncn. The matter should be taken up with the Bureau by the 
principals or their representatives. 

Mr. Kran. Now, this was on December 27? 

Mr. Lyncn. On December 27. 

Mr. Kean. In 1948? 

Mr. Lyncn. Yes, sir. 

Mr. Kean. Then what happened? 

Mr. Lyncn. The next day, on December 28, Judge Mayock called 
Mr. Foley to ask whether or not the matter had been taken up with 
the bureau, whether any arrangements—— 

Mr. Kean. You told him that you would take it up? 

Mr. Lyncu. That is what I am coming to. He called to ask 
whether arrangements had been made with the Bureau. We told him 
that the principal should make the arrangements to take it up with 
the Bureau. He said the principals were in town and prepared to do 
so, and we suggested to him that the thing to do was have them go 
ahead and take it up with the Bureau. That is where it ends as far 
as the aspects I am giving you are concerned. 

Mr. Kean. Did you m rake the appointment for him at the Bureau? 

Mr. Lyncu. No. I did at that time call Mr. Oliphant on that day 
and tell him that Judge Mayock had called about taking this matter 
up with the Bureau and I had told Judge Mayock that the principals 
should themselves take it up or the representatives should take it up 
before the Bureau. 

Mr. Kran. In other words, you paved the way for the meeting? 

Mr. Lyncn. That was not the purpose of it; no. 

Mr. Kean. I am not criticizing you for paving the way for it 

Mr. Lyncu. Well, no, but—— 

Mr. Kean. If you did. 

Mr. Lyncn. Neither expressly nor by implication, I hope you will 
be gracious enough to say. 
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The point I want to make is, I wanted to reiterate the point that 
the matter should be taken up in the Bureau in the regular order 
through regular channels by the principals or by their representatives. 

Mr. Kean. You did not ask them to ask Mr. Oliphant to expedite 
matters In any way! 

Mr. Lyncu. No, I did not. 

Mr. Kean. You do not know whether Mr. Foley did or not? 

Mr. Lyncu. I am sure he did not. That is the end. 

Mr. Kean. Then what happened ? 

Mr. Lyncn. Then we come to the Bureau. 

Mr. Kean. Very well, will you give your name? 


STATEMENT OF FRED S. MARTIN, ASSISTANT COMMISSIONER, 
BUREAU OF INTERNAL REVENUE, WASHINGTON, D. C. 


Mr. Marvin. My name is Fred 8. Martin, Assistant Commissioner. 

Mr. Kean. Very well, proceed. 

Mr. Martin. Mr. Congressman, there was a meeting in my office, 
and I did not remember the dates but I have had my memory refreshed, 
and I understand it was on December 28, 1948, at which the Chief 
Counsel’s Office and the Income Tax Unit was represented as well as 
myself, and I do not recall how the conference was arranged. I pre- 
sume my secretary arranged it. At this conference there was a unani- 
mous avreement that on the basis of the facts submitted, this loss was 
allowable. 

Mr. Kean. Who was present at the meeting? 

Mr. MARTIN. I have searched my records and I find ho record of 
who was there. I remember that Mr. Oliphant, chief counsel, was 
there, and there were, as I remember it perhaps seven or eight people 
there. | inisorry | cannot tell you wh » the others were. 

Mr. Kean. Was Mr. McLarney there? 

Mr. Martrry. I do not recall whether or not he was there. 

Mr. IXy AN, Who represent al the taxpayer ¢ Was the taxpayer him- 
self there ? 

Mr. Marri. I believe Mr. Reynolds was there. I am not sure of 
that. The only one I can remember for sure was Mr. Oliphant. 

Mr. Kean. Was Mr. Reynolds’ lawyer there? 

Mr. Marrryx. I do not reeall. Something has been said about the 
fact of whether the ruling was made on the basis of representation of 
the attorney, and I want to say, Mr. Congressman, that that is the 
usual proced ire. that these rulin gs on contemplated transactions are 
made always or nearly always, and it is customary to make them, on 
the basis of the representations of the taxpaver without verification 


of the facts. It is the duty of the revenue agent when he examines 
the case to determine whether the fact ire ws represented at the time 
the ruling was made, and if there was a misrepresentation of the 
facts the ruling is of no effect. 


Mr. Kean. Of course you are right. 

Then the meeting was held there and there was discussion probably 
with Mr. Reynolds and his lawver as to whether these loans were de- 
cluctible under section 23 (k) (4). 

Deo you kk ow f Mr. Reynolds “at the time he originally made these 
loa : ] vl an official position with the Democratic Party ? | think he 
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did, I think he was treasurer of the Democratic National Committee 
at the time. I have a vague idea that he was. 

Mr. Martin. I! do not know, Mr. Congressman. All I know about 
this transaction is what I have seen in the record and refreshed my 
memory that there was such a conference, and it regarded the bad 
debt in the case of the New York State Democratic Committee. That 
is all IT remember about it. 

Mr. Kran. Now, these loans that were made in 1940 may have been 
made it seems to me, in good faith with a hope that the money would 
be paid back. However, the $96,000 was loaned in 1944 with the record 
that there were several hundred thousands of dollars outstanding that 
had not been paid, and I cannot see the slightest justification for your 
ruling that such a loan was made in good faith. 

Did you consider that matter at the time? 

Mr. Me LARNI | th nk, Mr. ( ‘ongressman, that miatter surely must 
have been considered. Whether or not Mr. Reynolds as a prudent 
businessman made a wise choice in making a further loan to the New 
York State Democratic Committee is something for him to decide. 
What we were primarily interested in is whether or not it was all 
made in wood faith. 

Mr. Ki AN. l do not think it could have been. 

Mr. McLarney. Well, there again, Mr. Cor 


vressianh, I think if 
becomes a matter of opinion. 

Mr. Kean. Because vou know the situation in a political committee. 
\ politre al comn Tree ilway br ke lh betwee election - The only 
one that is not Is | rol bly thre national committee, the national coli 
mittees of the two part es, But the State committees and your local 
committees are always insolvent, practically, bet ween elections. Then 
when the elections ome up they get money from the contributors and 
then they have the money to spend for the support of the candidates 
and if they do not spend ll of the money that they lave and they, by 
chan e, lose the election at that time, they would be subject to a great 
deal of criticism for not using all of the money that they had to push 
that election 

Here you have the Bureau deciding that a loan of $96,000 lent to 


this New York Stats ommittee which had defaulted on $200,000 in 
loans, wis made I eood faith, and that is beyond my thoughts to 
see how it could have been. In the first place, you talk about loans 
made by a businessmat \ businessman does not make a loan without 
asking for interest. That certainly was not a business loan, unless 


he on his company expr ted to get favors out of the Democratic Party. 
And certainly I would not want to suggest that. That would be the 
only reason why, it seems to me, the loan would be deductible for busi 
ness purposes, if he eN pr cted to get favors. 

Mr. Lyneu. I would like to suggest, Mr. Congressman, that per 
haps if that test were invoked as to the section, we might find our 
selves up here in just the obverse situation of what we are today. We 
would doubtless be up explaining to the committee why we Imposed 
our i doment retrospect vely instead ot accepting the judgment of 
the persons that made the loan. The statute, and I think the cases, 
give no such test of retrospective judgment as to whether it was pru 
dent or whether it was not prudent. The test that the statute carries 
forth is whether or not there was a valid debtor-creditor relation, a 
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valid one, and whether it was intended for a debt or not as opposed to 
whether it was intended as a donation. And I do not think it is 
expected of the Bureau of Internal Revenue to take such a detached 
look in interposing its own judgment, whether it be a loan to a political 
committee or whether it be a loan that a person made on bad securities 
or some other way. And again I want to reiterate that we would be 
very happy to get out of this business if the Congress passes this 
statute. 

The statute sets forth the test. The first test is whether it is in- 
tended as a valid debtor-creditor relationship. 

Now, I do not at all suggest any resistance to your inquiry in line 
of what we think our obligations are under the statute, if it goes to 
the test of whether it is a valid debtor-creditor relationship. But 
as to the question of whether or not we should presume our ra, eg 
this is a statute of general application, whether it be a loan to a 
political committee or whether it be a loan to a charitable organiza- 
tion or whether it be a loan to a risky business enterprise, to say 
that we should interpose our judgment as to whether if we stood in 
the shoes of the person we would think in any good sense he could 
expect it to be a debt that would be repaid, I suggest to you, Mr. Con- 
gressman, that that is not what the statute contemplates. 

Mr. Kean. You feel, then, that as long as Mr. Reynolds made this 
in the form of a loan 

Mr. Lyncu. Not in the form of, but validly intended as. 

Mr. Kean. That is what I was saying. 

Mr. Lyncn. Validly intended. 

Mr. Kean. In good faith. When you make a loan, do you not have 
to have the intention or the hope that it will be paid back? 

Mr. Lyneu. But I do not think we can use retrospective judgment 
as to whether it looks in 1948, when he made the loan in-1940, that 
if we were doing it ourselves we would probably have been convinced 
of the imprudent judgment when you take a look at it in the cir- 
cumstances of 1948. I mean only to suggest that the test is whether 
the loan when it was made was intended to create a valid debtor- 
creditor relationship, whether it would give rise in a suit for repay- 
ment to a valid claim for repayment, whether it could not be defeated 
by the fact that it was not a loan at all. 

Mr. Martin. There was a repayment of part of it, which is pretty 
good evidence that there was some intention of a loan. Otherwise, 
there would be no repayment. 

Mr. Kean. There was a 10-percent repayment. 

Mr. Martin. At least to that extent it must be admitted that it had 
been a loan. 

Mr. Kean. Now, your first discussion of this matter was on Decem- 
ber 27, and on December 30 the ruling was made. Is that the usual 
course of procedure to get rulings made as quickly as that, or isn’t 
that unusual? 

Mr. Marrtry. Mr. Dunlap has been insisting on us making them that 
quick recently. 

Mr. Kean. We are talking about 1948. 

Mr. Martin. All the way back through my service there have been 
times at the end of the year where taxpayers wanted to carry out some 
transaction in order to have it reflected in that year. We have had 
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rulings that have been rushed through at the end of the year. It is 
quite customary at the end of the year to make rulings that fast. 

Mr. Kean. You have intimated that the reasons they wanted this 
ruling made was that the taxpayer may have had some transaction 
in mind, Of course, you are not able to tell us, and should not tell us 
= he had anything in mind. But taking the hypothetical case, 

Mr. Reynolds had had a capital transaction which would have 
te ade ac apiti al gain, in the amount of this loss that you allowed, 
how much of a oy to the Federal Government would have occurred 
owing to that ruling? 

Mr. McLarney. My impression, based upon the hypothetical ques- 
tion posed, is that the loss would have been around $100,000. 

Mr. Kean. Then this ruling is a ruling that would cost the Treasury 
Department $100,000 whether it was right or not ¢ 

Mr. McLarney. Based upon your hypothetical question. 

Mr. Kran. Sothat it wasa pretty important decision that had to be 
made. 

Mr. Martin. There would be no loss if the taxpayer did not carry 
out another transaction which would result in a capital gain to have 
an offset, because this capital loss cannot be deducted against any- 
thing but capital gain. 

Mr. Kean. That is right, but vou are suggesting that perhaps the 
capital ean, if it was made, would not have been made if this other 
transaction concel ned In your decision had not been decided as it was. 

Mr. Martin. That is right. 

Mr. Kean. You cannot read a man’s mind. You do not know 
whether he made any capital gains or not. 

Do you know if there is an y record in the Treasury Department or 
in the Bureau of your call to Mr. Oliphant, Mr. Lynch? 

Mr. Ly NCH, M\ eall ? 

Mr. Kran. Yes. 

Mr. Lynecu. I have a note of it here. I would be glad to read it. 

Mr. Kran. This is the note from Mr. Oliphant’s files or yours ¢ 


Mr. Lyncu. No; this is my note. 

Mr. Kean. Your note? 

Mr. Lynenu. This is the substance of it, that the people may be in on 
this Reynolds matter and may want some sort of a ruling before the 
end of the vear. This is what I told him. I had suggested that it 


would be much better if the Rey nolds attorneys would take it up them- 
selves with the Bureau. 

Mr. Kran. Much better? You did not say— 

Mr. Lyncu. This is my secretary’s transcription. Please let us not 
quibble about words. The effect of it is that I said here, I told Judge 
Mayock to take it up themselves with the Bureau, for the princ ipals 
to take it up. That was the whole purpose and intent of it. 

Mr. Kean. Do you know if there is any record on the other side? 

Mr. Lyncu. I do not know. 

Mr. Kean. Of a receipt? 

Mr. Lyncn. I do not know. 

Mr. Kean. That is, in Mr. Oliphant’s records. 

Mr. Lyncu. I have not looked and I have not concerned myself 
with it. I know my own part in the transaction, and I know the matter 
when taken up at the Bureau of Internal Revenue conference, and 
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there is no question but what the matter was first presented through 
the Treasury Department. Judge Mayock came in in advance on the 
27th and he called on the 28th and he said the people had arrived in 
town and we told him to have them take it up themselves and reiterated 
what we had told him on the day previously, to have the principals 
take it up themselves with the Bureau, and we did not make any 
arrangements with them. 

Mr. Kean. I think that this testimony is pretty well illustrative of 
what I have been trying to find out here, and that is that such a clause 
as We propose to put in the law is a good one, because if decisions are 
going to be made on the questions of a valid debtor-creditor relation 
ship, it would be pretty hard not to prove that almost any contributor 
to a political campaign could make it in the way of a debt in the 
future, and probably cause a tremendous loss to the Federal revenue by 
handling it in that way. Can you not see the danger in that? 

Mr. Lynen. If you will permit me to say so, I think this subject 
matter we are on is one peculiarly within the competence of Congress, 
and I do not think it is quite proper or appropriate of those on this 
side of the table to comment on the ultimate objectives, 

Mr. Kean. Look at the revenue, the question of revenue. 

Mr. Lyneu. I want to say this: That I want to join you in saying 
that it would be a tremendous relief to the Bureau of Internal Reve 
nue if that section were clarified. I hope you will give us the grace 
to acknowledge that we have tried conscientiously to interpret it. I 
ard any serious question as to the fact that political loans 
are to be treated no differently than any other loans under that sec 
tion. I do not know of anyone who has suggested that the statute was 
interpreted or applied by the Bureau of Internal Revenue 
it certainly it would be a relief to 


have not he 


improperly 
inthiscase. But I do want to Say thi 
us if the Congress would decide this question policy-wise so that the 
Bureau of Internal Revenue would not have to be exercising inquiry 
or making conclusions of fact in any further cases. 

Mr. Kean. By the way, are there any other cases of this kind? 
Are there any other large contributors to political organizations, 
either Republicans or Democrats—and of course you cannot mention 
loans in the same way as this, o1 


i 


the names who have written off 
was this case somewhat unique / 
Mr. Ly NCH. Would you be good enough to change the phrasing of 


your question concerning whether “contributors” have written off 


loans ¢ 

Mr. Kean. Yes, I will change the phrasing. Have any other Dem 
ocrats or Republicans made loans to political committees which the 
Treasury has ruled could be written off 

Mr. Lyneu. I would like to Say this, subject to verification by the 
It is my understanding that our 


representatives of the Bureau here. 
is that correct ? 


search of our records indicates no other cause, 
Mr. Martin. There isa Tax Court case way back, but the facts were 
entirely different. I think there were no notes or other evidence of a 
debt such as we have in this ease. 
Mr. Kean. So this case is the only time that the Bureau has ever 
allowed such a write-off, and in this case taking the hypothetical case 
the gentleman may have had capital gains to throw against it if he 


was going to make the transaction anyway, and it may have cost the 


Government some $100,000, 
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Mr. Martin. Mr. Congressman, again there may have been many 
cases we do not know about, where it did not come to the attention of 
the Bureau, where it was allowed by the revenue agent. We do not 
know of a Bureau ruling, but that does not mean there have not been 
many bad debts of this kind. We just do not know. 

Mr. Kean. You mean that an agent may have allowed a bad debt. 
Do you think an agent could have allowed a bad debt of this kind 
without asking advice / 

Mr. Marin. If he thought the debtor-creditor relationship existed, 
certainly he would. 

Mr. Kean. Thank you, that is all. 

Mr. Coorer (presiding). Are there any further questions ‘ 

Mr. Reep. I would like to ask one. 

Mr. Ky AN. | have some on another subject. 

Mr. Coorrer. Mr. Reed. 

Mr. Reep. I wanted to ask what is the test by which you determine 
whether a debt is bad and can be written off / 

Mr. Lyncu. Whether it is bad or not, and car be written off ? 

Mr. Rerp. Yes, you must have some test on that. 

Mr. Martin. It is just a matter of judgment, Mr. Congressman. 
You consider the efforts to collect, whether the debtor has any assets 
sufficient to pay, somew hat like the rule we V0 bv in compromising tax 
cases. It is just a question of judgment that vou would enter by 
saying, “I just cannot collect,” or “I can collect.” 

Mr. Rerep. I have had debts owed me where I never did get them. 
but I never did know they were bad until it was too late. I had no 
thought that they were bad. but I never got any action. I wondered 
what your test might be on a bad debt. You have no definite test. 
you just use your judgment at the time. Do you find out whether 
there have been court proceedings or anything like that How fat 
do you co? 

Mr. M ARTIN. TI ere may be court proceedings if it is reasonable, but 
if it is apparent that nothing could be realized the taxpayer would 
be foolish to spend money for attorney fees and court cost. The 
Bureau ts not so unreasonable as to insist that they incur court costs 
where they would be of no avail, and we use our best Judgment in 
these cases, The statute of limitations, is of course effective in some 
cases on collections. 

Mr. Reep. ‘There was a rule that you had so many months at one 
time, within sO many months you had to determine it, according to 
the Internal Revenue Bureau, but I never did get anything definite 
on that. There may be something else besides that. 

Mr. Duntar. There can be no flat rule, Mr. Congressman. It has to 
be a matter of plain, common business sense. 

If a man has shown you that he has exhausted his remedies for 
collection, and common sense dictates that he has, why that is it. 

Mr. Reep. Do you indulge the presumption in favor of the Govern- 
ment or in favor of the taxpayer / 

Mr. Dunnar. We always try to look after the Government’s 
interests. We represent the taxpayer as well as the Government, and 
we settle it on a fair basis, as fair as possible. 

Mr. Reep. Thank you very much. 

Mr. Coorrr. Mr. Kean. 
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Mr. Kean. In this Congressional Record that contains the speech 
made by Senator Williams, he refers to a letter by Mr. Schoeneman 
to the assistant treasurer of the Democratic National Committee, 
saying that there was deductibility of contributions to the Young 
Democratic Club of America to their convention. 

I have a letter here from the Young Republicans of New Jersey, 
Inc. It says [reading] 

The Young Republicans of New Jersey, Inc., is celebrating their twenty-first 
birthday at the annual convention to be held May 23, at the Ritz-Carlton Hotel 
at Atlantic City. We are making a special appeal for funds so that we may use 
these moneys to carry on our convention activities. 

I have a notation here that I sent them $10 on May 23, 1952. Can 
I deduct that $10 from my income tax ¢ 

Mr. Duntar. No, sir. 

Mr. Kean. I certainly would not have done so, Mr. Dunlap, under 
any circumstances. But why can’t I if the Democrats could? 

Mr. Dunuarv. There is a difference in the cases. Let us say there 
is a difference other than the Democratic-Republican distinction. 

It has always been the law, and it has been applied equally, in 
many hundreds of cases—most are letters from communities which 
seek to bring some benefit to their city and from many other civic 
organizations, including Democratic and Republican sources—to the 
effect that where as a business proposition a city desires to bring some 
particular event or some particular benefit to that city from which its 
business people will derive a reasonable amount of revenue. The 
Bureau says contributions can be deducted provided they are reason- 
able in amount, and the businessman who donates that money expects 
a reasonable return from the donation. 

Mr. Kean. I think that is a correct ruling. 

Mr. Duniap. That is a correct ruling. I can give you many exam- 
ples. 
Now, suppose somebody wants to give a dinner, and they want to 
know if they can deduct the cost of tickets to it. They cannot. It 
is an entirely different proposition, and the rulings have been con- 
sistently along those lines. I can give you many examples of what I 
mean, and in many different categories, but in the case of a donation 
to bring a specific event from which hotel operators, cafe men and 
others, expect a return commensurate with the investment they make, 
the Bureau has always held, and the law so provides, that such dona- 
tions are perfectly legitimate. 

In the case that you have mentioned there, the ruling was adverse 
because those people were not asking to donate to a fund for the 
purpose of bringing that into the city. 

Mr. Kean. This ruling was favorable. You are ruling with the 
Young Democrats but reading it over carefu'!- I think probably the 
key point in the ruling is where you say here that—— 

Mr. Lyncu. It is in the last paragraph, as I understand it. 

Mr. Kean (reading) : 

On the basis of the information submitted, if it is held that contributions for 
the purposes of the convention made to either the Young Democratic Clubs of 
America, or in the alternative to the convention corporation when organized by 
corporations engaged in trade or business in the city of St. Louis and its 
environs, would constitute allowable deductions * * * 
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The words “by corporations engaged in trade or business,” is the 
important point ? 

Mr. Dunuap. That is right. 

Mr. Kean. Therefore, if in my case I was a businessman in Atlantic 
City and I made my $10 contribution as a businessman in Atlantic 
City, because I thought they might come along the boardwalk and 
spend some of their money, it woul l be deduce ible ; but since I come 
from another part of the State and*would get no possible advantage 
it would not be deductible ’ 

Mr. Duntap. That is correct. 

Ll might further say, in furtherance of what Mr. Martin has al- 
ready told you, Mr. Congressman, that these rulings are always subject 
to verification. The internal-revenue agent goes into that community 
and he checks, and if he finds a cafe 4 n near the convention site and 
finds that the fellow gave them $25, he will allow it. But if he gets 
clear out on the edge of town some cal ‘re and finds a little novelty 
store that spends S50, he might disallow it, because that person could 
not reasonably expect any return from that donation. 

Those things are always checked with the returns of the people 
who have made the donations. 

Mr. Lyncn. Might 1 add a word further, Mr. Congressman, as to 
the form of the ruling. A ruling, in fact the whole system of rulings 
to taxpayers, is designed principally to facilitate contemplated trans- 
actions. I am speaking of rulings generally. The point I want to 
make is that there would be no such thing as rulings if they were 
after the transaction was audited and verified. The very reasons for 
rulings is to make them on the basis of respresentations, so that if the 
transaction is carried out in accordance with the re present: ition, and 
it proves to be in accordance with the representation, then the indicated 
tax result will follow. It would defeat the very purpose of rulings 
if they would be viewed as verified audited transaction. 

Mr. Kean. That brings us back to the Reynolds case. Who makes 
the final decision as to whether there was a proper debtor-creditor 
relationship, and whether that loan was made in good faith? Is that 
up to the agent when he looks over the return ? 

Mr. Duntwap. The revenue agent, in checking the return in that 
case, or in any other case, would be charged with the responsibility. 
He has a copy of the ruling and he will be charged with the responsi- 
bility of seeing that the representations that the taxpayer made in 
requesting that ruling were true and correct, and if they were not 
true and correct, or if the taxpayer had changed the fact, then the 
revenue agent would question it and disallow the deductions. 

Mr. Kean. I want to ask one question with reference to section 104. 
I received a memorandum from a businessman in which he states: 

Under section 104 of this bill corporations would have to report all purchases 
of supplies from any person who is also a shareholder. 

Is there any implication in section 104 that—— 

Mr. Dunuap. That would not have anything to do with bona fide 
purchases for the business for resale or for the use in the business. 

Mr. Kean. I do not think so, but this letter came from a responsible 
man who is quite an expert on taxation, and that naturally worried 
me when I saw it. 
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Mr. Duntap. I cannot conceive of any such construction ever being 
placed on that section, Mr. Kean. , 

Mr. Kean. Thank you. 

Mr. Cooper. Are there any further questions ? 

Mr. Reep. I have just one. 

Mr. Cooper. Mr. Reed. 

Mr. Reep. Have you ever been able to harmonize your rulings on 
the Jefferson-Jackson Day dinners and the Lincoln Day dinners? 

Mr. Dunwar. I do not know what rulings you have reference to. 
If I have them here I will see what the answer is. I do not know if 
we have issued any such rulings. 

One of them involved the admission tax, Mr. Reed. That was where 
it came under the provisions of the admission ~~ laws. 

Mr. Reep. | have it in my files somewhere. I do not have the opin 
ions here, and you probably would not want to hear it anyway. It is 
a very long opinion, and it would take quite a long while to read it. 
I did not quite understand the difference in that. 

Mr. Dunwap. I did not write it. I know now what you are referring 
to. The ruling involved admission taxes and not the deductibility of 
any donations. 

Mr. Coorer. Are there any further questions? 

All of this testimony has been under the appearance of Mr. Lynch. 
Now, Mr. Dunlap, the Commissioner, is listed as the next witness. 
You may proceed, Mr. Dunlap. 

Mr. Dunuar. Mr, Chairman, if I may be permitted to say so, the 
statement that Mr. Lynch read was the combined brain child of both 
the Bureau and the Treasury Department, and that statement. is in- 
tended to cover both the Bureau and the Treasury Department’s atti- 
tude. It is our combined thinking. 

Mr. Coorrr. Let the record show that that is the statement of the 
Honorable John B. Dunlap, Commissioner of Internal Revenue. 

You do not have anything oy at this time, Mr. Dunlap ? 

Mr. DuNLaAP. I believe not. 

Mr. Cooper. Very we ll. yee there ney furthe ql estions of these 
ventlemen / 

If not, we thank you for your appearance and the information vou 
have given the committee. 

Mr. Dunnar. Thank vou, Mr. Chairman. 

Mr. Cooper. The next witness appearing on the ealendar is Mr. 
Andrew D. Sharpe, of the Department of Justice, Washington, D. C. 

Will vou please give your name and address, and the capacity undet 
which you appear, for the record ¢ 


STATEMENT OF ANDREW D. SHARPE, CHIEF, TRIAL SECTION, TAX 
DIVISION, DEPARTMENT OF JUSTICE, WASHINGTON, D. C. 


Mr. Suarrr. Andrew D. Sharpe, Chief of the Trial Section of the 

Tax Division, Department of Justice. 
Mr. Cooper. You are recognized and you may proceed, Mr. Sharpe. 
Mr. SHarpe. At the outset I would like to make a little preliminary 
reference on my own behalf and on behalf of these two other gentle- 
men from the Department. The request to testify on this bill came 
to di- Department without any substantial advance notice. The first 
» knew about it was last Friday afternoon. There has not been any 
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opportunity to clear the matter, as we are required to do, with the 
representatives of the Bureau of the Budget, in order to conform with 
the Government’s Rees. We are therefore not able to state an 
official opinion on behalf of the Department of Justice, but we are 
authorized to give our views as section heads in the Tax Division 
of the Department, concerning the practical effects of the proposed 
legislation. 

My own remarks will be directed only to section 303 (¢c), which 
amends section 2403 of title 28 of the United States Code by extending 
the right to jury trial to actions against the United States for recovery 
of any internal-revenue tax. Jury trials are now expressly denied by 
section 2402 of the Judicial Code. This is rather a fundamental de- 
parture from the traditional barrier that the sovereign may be sued 
only with its consent and then upon limitations. And this section 
constitutes a rather wide extension of the limitation of suits against 
the Government. 

Congress has repeatedly passed legislation allowing the Government 
to be sued without permitting jury trial. As an illustration, you have 
the Tort Claims Act. 

Now, the observations which are submitted here for consideration 
are based upon the experience of the Tax Division in conducting tax 
litigation. The questions presented in civil tax cases are generally 
technical and complex and very frequently difficult for a jury to grasp. 
Opposite results are obtained in jury trials in different jurisdictions 
in the same kind of case with parallel facts. 

As the members of the committee know, consistency and uniformity 
are important in resolvu o Tax questions. This consistency and uni- 
formity is more likely to be achieved In cases tl ied before the court 
where findings of facts, conclusions of law and an opinion are ren- 
dered by the court which may be cited by either s de to the contro- 
versy in other cases and they are of assistance to courts in other 
districts in similar cases 

That is not so with respect to jury verdicts. 


Another point which impresses us here, that there is often an emo- 
tional element present in a jury trial, which, we are inclinded to feel 
does not have any piace 1 the controversy, and which is not likely 


to exist in a trial before the court. 

Now, we think that this is a pretty important provision, and that 
t ought to receive more deliberation and that there ought to be a 
greater opportunity for the Department of Justice to « onsider it 

There is one technical feature I wish to refer to, and that is that 
tha present section as drafted proy ides for a demand by either party 
or a jury is considered to be waived, but there is no time limit for the 
demands. In that respect it does not conform with section 38 (d) of 
the Rules of Civil Procedure. That rule provides that in cases where 
there is a trial by jury the demand must be made in writing not 
later than 10 days after the service of the last ple: ading directed to 
the issue to be — by the jury. Under this provision a demand 
coulk | be mi ide any Lime even immedi: itely preceding the ial. lf 
the section is nity ade opted, I think it ought to be in con en ance with 
rule 38 ‘of the Rules of Civil Procedure. 

This morning Mr. Lynch referred to some problems with respect 
to venue in suits against collectors. It is true that there are some 
cumbersome procedures. One of the things that he mentioned was 
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that a collector must be sued in the district in which he resides, and 
he pointed out a case where a collector may have retired and gone to 
some distant location from his former place of residence or where 
he functioned as a collector. That has not been a serious problem 
in our handling of tax cases. I cannot recall at the moment any case 
where a retired collector has gone to California or to Florida or some 
place else in his retirement and has been sued for a tax refund. 

One reason why this section deserves further consideration is the 
fact that we have venue problems in suits against the United States 
by a taxpayer. In a suit against the United States the plaintiff may 
sue only in the district of his residence. There is no relation to where 
his tax return is filed or where he may have operated. In the case of 
a corporation that means the State of its incorporation. We find 
corporations formed in Delaware that are doing business in almost 
every State of the Union. So that the venue problem in these suits 
against the United States that arise is that where the corporation is 
regarded as a resident of the State where it is incorporated, you would 
have to sue in Delaware, although its place of business, its principal 
office might be anywhere from coast to coast. 

So you encounter that venue problem, it seems to me, in greater 
degrees in suits against the United States. We are confronted with 
it now. Some corporations file two suits, one in Delaware—and I 
use Delaware as an illustration—and the other in the State where 
they are engaged in business. We have corporations organized in a 
number of instances in other States than the one in which they do 
business, and they also file suits in the place where their principal 
cffice is. 

Now, taking as an illustration a Delaware corporation, all of its 
records, information, and witnesses, may be at some distant point from 
where the place of residence is. I point that out to show that the 
ramifications of this section ought to have much further consideration, 
it seems to me, by the Department of Justice. 

There is a very fundamental objection, it seems to me, of the exten 
sion of the right of jury trial beyond what is in the law now. 

Mr. Coorrer. Does that complete your statement ? 

Mr. Suarre. Yes, sir. 

Mr. Coorer. Are there any questions? If not. we thank you for 
your appearance and the information you have given the committee. 

Mr. Suarre. Thank you, Mr. Chairman. 

Mr. Coorer. The next witness is Mr. Meyer Rothwacks, of the 
Department of Justice. Will you please give your name and address 
and the capacity in which you appear for the record. 


STATEMENT OF MEYER ROTHWACKS, CHIEF, CRIMINAL SECTION, 
TAX DIVISION, DEPARTMENT OF JUSTICE 


Mr. Rormwacks. My name is Meyer Rothwacks. I am Chief of the 
Criminal Section of the Tax Division of the Department of Justice. 
I should like to limit my comments to those sections of the proposed 
legislation which touch more directly on the criminal aspect of the 
Internal Revenue Code. 

First, section 107 of the bill proposes to add to the Internal Revenue 
Code a new section, section 3635, by which persons preparing returns 
for compensation are required to state their name and address on the 
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face of such returns. Any taxpayer is similarly required to include 
the name of such person preparing his returns for compensation 
unless the draftsman has done so. 

Subsection (b) requires the maker of a return to provide his name 
and address to the taxpayer. 

Subsection (c) empowers the Secretary of the Treasury to prescribe 
by regulation the returns to which the new section shall apply. 

Subsection (d) makes it a misdemeanor for any person willfully to 
violate the section and provide for a penalty of $1.000 or not more 
than a year’s imprisonment or both. 

We believe that this proposed section may well have the effect of 
discouraging irresponsible, fraudulent, or criminal activity in the 
preparation of returns. We think that it is a logical supplement to 
the already existing provision in the code, section 3793 (b) (1) which 
makes it a felony (1 think the legislative history of the section will 
show it was aimed primarily at tax counsellors and advisers) to 
counsel, procure, and advise and assist in the preparation and presen- 
tation of false and fraudulent returns. 

May I divert from my W ritten statement to say that with respect 
to the discussion on this section this morning, we conceive it to be the 
purpose of this section to make it more certain that the Government 
will have information as to those who prepare returns for others. The 
penal provision for helping to prepare a fraudulent return is, of 
course, already in the Internal Revenue Code, in section 3793 (b). 

Section 110 of the proposed legislation seeks to amend the statute 
of limitations applicable to criminal tax cases, section 3748, by extend- 
ing the 6-year period of limitations to two additional offenses: 

First, to the present section 145 (a) of the code, which makes it a 
misdemeanor willfully to pay any tax, to make a return, to keep rec- 
ords, or to supply information not required by law: and. second, this 
new section would make a 6-vear statute of limitations applicable to a 
new provision in the law making it a felony knowingly to make false 
statements and representations in any manner within the jurisdiction 
of the Bureau of Internal Revenue. That is, of course. section 111 
of the proposed legislation. 

That bill proposes to add to the Internal Revenue Code a new sec 
tion, 3793 (b) (2). which in effect creates a specific false statements 
statute, limited in its application to matters within the jurisdiction 
of the Bureau of Internal Revenue. Its terms are virtually identical 
with the general false statement statute now appearing as section 
1001 of title 18 of United States Code. 

The penalty provided by this new proposed section is a maximum 
fine of $10,000 and imprisonment of not more than 5 years, or both. 

We believe that the net effect of sections 119 and 111 of the pro- 
posed legislation is twofold, first to make a general false statement 
statute specifically applicable to dealings with the Bureau of Internal 
Revenue, and to provide for a six rather than a 3-vear statute of 
limitations to that offense. And secondly, to provide a 6-year statute 
of limitations for the misdemeanor now defined by section 145 (a) of 
the code. 

It is our opinion that the limitations extension in both instances 
will be helpful in the prosecution program. It has been our experi- 
ence that not infrequently prosecution may well be undertaken on a 
misdemeanor charge under section 145 (a) or on a false statement 
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charge under the present 18 U.S. C. section 1001, except for the fact 
that very often the statute of limitations will bar such prosecution. 
And it is desirable to undertake such prosecution in many cases, 
because the investigative facts may indicate the strong suspicion or 
probability of tax evasion, but unfortunately not in suflicient strength 
from the viewpoint of legal evidence to warrant felony prosecution. 
The evidence may, however, warrant misdemeanor or false representa- 
tion prosecution. We therefore think that the proposed legislation 
is desirable. 

That completes my statement. 

Mr. Coorer. Are there any questions / 

Mr. Kerogu. Mr. Chairman ? 

Mr. Cooper. Mr. Keogh, of New York. 

Mr. Krocn. If 1 may be permitted, I would like to address a 
question to Mr. Sharpe, the previous witness, who, I understand, 
expressed a view that jury trials should not be permitted in suits 
against the United States. 

Mr. Suarre. That is my individual view. 

Mr. Keogu. Are you conscious that the Treasury Department has 
taken the opposite \ iew ? 

Mr. Suarre. That is correct. 

Mr. Keoen. Has there been any attempt to reconcile those diver- 
gent views ¢ 

Mr. Suarre. No; there has not. At the outset I think I explained 
that our request to appear here arrived late Friday afternoon. We 
were here yesterday morning, and there was no chance to discuss the 
Budget Bureau position on this legislation. and there was no chance 
to have it considered by the highe officers of the Department, and I 
as head of this trial section was to come up here and express My V ie ws, 
whatever they might be worth. I am in charge of the civil tax litiga 
tion in the t! al courts, and l have been for il number of years, SO I 
am somewhat familiar with the problems that we encounter in this 
kind of litigation. 

I think I expressed the view that this was a rather fundamental 
change n what has been the Government policy W ith respect to impos- 
ing limitations upon suits against the sovereign, and I also wanted 
to take the position on behalf of the Department that it was worthy 
of more consideration than we have been able to vive it since last 
Friday. It was my hope that there would be some opportunity. 

This section containing the fundamental jurisdiction provision is 
embodied in a bill to correct some tax administration problems. I 
may be a little out of order in suggesting it. but perhaps the Judiciary 
(Committee might be terested in considering this provision, It is 
an extension of the right to jury trial in suits against the Government, 


which is contrary to the provisions of the Tucker Act, which was 
passed and has been in force for s mething over 60 or 70 years. 
As T say, it just came to our attention late last Friday afternoon. 


I want to emphasize what I think is the importance of this provision, 
not necessarily to strenuously argue against it at this moment, because 
I am not authorized to commit the Attorney General who took office 
about 2 or 3 hours ago. 1 

Mr. Kroon. I appreciate that, but begging for the moment the ques- 
tion as to whether or not some other committee of the House might 
not be the better forum to consider this, the mere fact that it involves 
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a fundamental change is not the basis for any real opposition for a 
proposal, is it? 

Mr. Suarpe. No, it is not, but I think its importance warrants more 
consideration than the departments which operate under these laws 
have been able to give it. 

Mr. Krocu. As a matter of fact, in the last year or so 1n both the 
Department and the Bureau they have made some fundamental changes 
in procedure ; have they not / 

Mr. Suarpr. Well, | am not sure that the Department of Justice 
has, except perhaps in the handling of criminal eases. That is the 
only fundamental change. 

Mr. Krocu. I do not mean to go into a field that is not yours. 

| notice 1 your statement you raise the question of the emotional 
element that is present ina jury case. 

Mr. SuHarre. Yes, si 

Mr. Krogn. From your experience would you not say that the 
emotions of the jury might vers well operate in fuvor of the defendant 
as well as the plaintiff? 

Mr. Suarpe. They might. Il am not here to suggest that there 
should be any provision that is more favorable to the Government than 
tothe taxpayer. I can cite some illustration to you, Mr. Congressman, 
that might throw a little enlightment on your question, and that is 
that in certain districts we consistently lose jury cases of the same kind 
and substantially the same facts that we might win before a court or 
before a jury in another section of the country. We have encountered 
that experience. 

Mr. Keocu. That is no argument to abolish the trial by jury, is it? 

Mr. SHARPE. Well, I would Say that is not, if you are dealing with 
private parties. Here you have taxpayers dealing with the Govern 
ment on problems that affect all of the taxpavers of the coul try 
generally. 

Mr. Kron. At least I gather from your statement that vou are not 
advocating anv change in the substantive or procedural laws which 
would insure your section winning every case. 

Mr. SHarre. Oh no, ] am not here to suggest that at all. sin 

Mr. Cooper. Are you through, Mr. Keogh / 

Mr. Krocu. Ye 

Mr. Coorrer. Mr. Jenkins. 

Mr. Jenxrns. I am sorry I did not hear your testimony, but is this 


not a fact: that one of the basic principles of government is that a 

sovere gnty cannot be sued unless the sovereignty \ ields to be sued 
Mr. Suarrr. That is true. In our civilized era we permit suits 

against the sovereign. However. the pl inciple that the sovereign may 


be sued only with its consent still exists. 

Mr. Jenkins. The virtue of trial by jury is that it is a trial between 
indy iduals and the ind viduals ean eall in their peers to decide this 
dispute bet ween them That is supposed to be the jury principle. 

Mr. SHarpr. That is true. 

Mr. Jenkins. I thought the basie system to sue the sovereignty, if 
vou wanted to aflect sovereignty. that is what the legislative branch 
is for. , 

Mr. Sunarpe. That is correct 

Mr. Coorrer. Are there any further questions? 

Mr. Reepv. Mr. Chairman ? 
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Mr. Coorer. Mr. Reed of New York? 

Mr. Reep. I want to ask one question: Do you encounter any diffi- 
culty in trying cases because you have to comply with the rules of 
evidence in the different States? It is true, is it not, that the Federal 
court has to follow the rules of evidence of the particular State? 

Mr. Rormwacks. Mr. Congressman, I would say that in tax prosecu- 
tions we encounter no substantial difficulty because of problems that 
may arise out of rules of evidence. The difficulties, if any—and I do 
not mean to suggest that there are any that are of such importance to 
warrant comment—arise out of the nature of the testimony that is 
offered, and in some instances out of the reactions of juries in par- 
ticular localities to the offense of tax evasion. 

Mr. Rerp. Thank you. 

Mr. Coorer. Are there further questions? 

Mr. Jenkins? 

Mr. Jenkins. Let me ask you this: As I read your statement, I con- 
clude that you take the position that all taxpayers, or the majority 
of taxpayers, are bad, and if they ask anybody to help them it puts 
the burden of proof on that fellow to prove he is all right. What a 
terrific slam that is going to be upon the legal profession of this coun- 
try. And I know in small towns all over the country a lot of lawyers 
fill out tax returns for these people at no more than an accommodation 
because they are clients that patronize them all the time. They do not 
hold themselves out to be experts. If they make a mistake, vou are 
going to yank them in and subject them to a $10,000 fine. Suppose 
they misrepresented the story tothem? They have to extricate them- 
selves out of that trouble. At the same time, you send all of these 
fine inspectors all over the country and they do a fine job. They 
are in the courthouses and the post offices and they help everybody. 
But if a man has a little more than the ordinary problem, he gets 
himself a country lawyer and he does the best he can. But he has to 
make a statement to such and such an effect. In other words, if you 
tell him that he is no good and he is a crook, you are going to make 
him clarify and prove his character before he is fit to fill out a tax 
return for anybody. 

Mr. Roruwacks. I believe you are referring to section 107? 

Mr. Jenkins. All of these sections. I feel there is a terrific load 
on a lot of good people. 

Mr. Roruwacks. It is my own personal reaction that the evil which 
is thought to be remedied by section 107 can in substantial part be 
met by vigorous investigation and by enforcement of section 3793 (b). 
As I listened to the proposals this morning I gathered that there 
wasn’t any real intent to rely substantially on the application of sec- 
tion 107 except in certain limited situations. I think it could be 
argued that the substantial evil to be remedied can be met by section 
3793, which is already in the Code. 

Mr. Jenkins. That is exactly my position. Let me reiterate and 
then I am through. There are more people who pay their taxes 
that are withheld from them, numerically there are more people whose 
taxes are withheld and there is no opportunity to cheat on their 
salaries. 
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Number 2, the great bulk of the people after that go to the court- 
house, to the post office, and to your inspectors. I want to say that 
it is my observation that the inspectors have been fine and the people 
have been satisfied with them. If your inspectors have been crooked, 
look out for them; don’t look out for a lot of people who want to give 
assistance to others. 

Take in my section nearly every auditor, every bookkeeper, maybe 
he does not get very much for it. Maybe a young lawyer is doing 
that kind of business for himself. He does not do a lot of this busi- 
ness. Your investigators did not find in any of those cases that there 
was any crookedness. The crookedness that was discovered was in 
the big city. That is where it came from. 

Mr. Kean. On the tax form at present, I say to the gentleman from 
Ohio, there is a place where the taxpayer is supposed to report if some- 
one prepares a return for him. We had testimony in New York from 
a Mr. Landau who is a tax expert, public accountant, that he never 
signed those forms because there was no penalty against his doing it. 
He was not going to stick his neck out colloquially by putting his 
name on those forms. 

We know throughout the country in small towns and big just be- 
fore the 15th of March a lot of people throughout the country sud- 
denly stick a sign in their window saying, “We prepare your income 
taxes, we can save you money.” They go in and they propose all 
sorts of deductions that are not legitimate deductions in any way. All 
we want is to have these people put their names on the returns so that 
the Department will know who it is that is giving the advice. If the 
advice is honest, good, and everything else, it w ill not bother anybody. 
He just puts his name on it. 

Mr. Jenkins. If that is true, that everybody that does that is 
crooked, then we have to guard against him. Here comes a man who 
has committed some crime. The lawyer does not have to vo to the 
electric chair with him just because he takes his case. He has to see 
that he gets justice. We cannot legislate here and put the burden on 
these fellows who are trying to help the public out. If the majority 
of your experience is that most everybody is crooked, then I do not 
object to putting their name on. 

Mr. Kean. The man who makes out the return just puts his name 
on it that he made out the return, that is all the information we want. 

Mr. Jexkrys. If he thought the man is crooked, the auditor could 
refuse to take his business. 

I am just searching around. I do not like to burden the American 
people just because there are a few crooks around the city. 

Mr. Krocu. Coming as I do from a relatively large city, I must state 
now I can appreciate the problems expressed by my colleague from 
Ohio. I must disagree with his indication that there is any higher 
degree of honesty in the small towns and villages than there is in the 
large city. 

Mr. Jenkins. I agree with you. I think they are as good in New 
York as every place else. I think they are good every place. They 
do not scare me. I think the inspectors can catch them. That is what 
we ought to do. 
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STATEMENT OF ANDREW F. OEHMANN, ASSISTANT TO ASSISTANT 
ATTORNEY GENERAL JAMES M. McINERNEY, DEPARTMENT OF 
JUSTICE, WASHINGTON, D. C. 


Mr. Coorrr. The next witness on the list is Mr. Andrew F. Oehmann. 
Is Mr. Oehmann here? 

Mr. OrHMANN. Here, sir. 

Mr. Coorer. Please give your name, address, and capacity in which 
you appear, for the record. 

Mr. OckHMANN. My name is Andrew F. Oehmann. I am an assistant 
to Assistant Attorney General James M. McInerney, who is in charge 
of the Criminal Division, Department of Justice. 

Mr. Cooper. You may proceed. 

Mr. OruMann. The provisions of the bill relate primarily to the 
enforcement and administration of the Internal Revenue Code but 
certain of its provisions are of special interest to the Criminal Div- 
ision. Sections 110 and 111, I believe, have been covered by Mr. 
Rothwacks’ comments to the effect that the offense defined in section 
111 is already covered by section 1001 of title 18 which comes under 
the Criminal Division. But the effect of section 110 and 111 of this 
bill is to make the false statement statute a 6-year statute of limita- 
tions offense with respect to the Internal Revenue Deparment or 
matters under the Bureau of Internal Revenue. 

Section 301 of the bill would amend chapter 11 of title 18, United 
States Code, by adding section 224 thereto, making so-called influ- 
ence peddling an offense. The new section in substance, would pro- 
scribe the use of personal influence, duress, threats, false accusation, 
any special inducement or promise of advantage, or any bestowal of 
any gift or favor or other thing of value to affect in any way (other 
than by ordinary profession: al representation) the decision of any 
officer or employee of the Treasury Department. 

This amendment would ap yply only mo officers and employees of the 
Treasury Department and it is suggested that consideration be given 

ro making it applicable to all branches of the Government. 

I believe Mr. Lynch this morning made the same suggestion. At 
least Lam in agreement with it, although I, as Mr. Sharp has indicated, 
am not authorized to bind the Department or the Attorney General. 

Now, the reason for the inclusion of the exception “other than by 
ordinary representation” is not apparent. The penalty should I be- 
leve be applicable to all those who engage in the proscribed activities 
whether or not such activities are in connection with professional 
representation. In any event, this exception would seem to be ap- 
plicable only to the cas e of personal influence, since ordinary pro- 
fessional representation as usually understood would not include 
duress, threats, false accusations, special inducements, or promise of 
advantage or bestowal of a gift or any favor. The reference to a 
promise or agreement establishes an element of the offense which 
might be extremely difficult to prove. The objective of the proposed 
amendment would probably be obtained by prohibiting the payment 
or receipt of money, and so forth, as consideration for the use of 
personal influence, duress, honate, and so forth, without reference to 
any agreement or promise. 

An attempt has been made, and it was rather hurried, to redraft 
this section so as to cure some of the defects I have noted. It is 
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suggested that consideration be given to the following as a substitute 
for the section set forth in the bill. 

I did not have time to have sufficient copies made for all the members 
of the committee. I believe I have suflicient for those who are present 
at this time. 

As proposed, this amendment would read as follows: 

Whoever pays or whoever solicits or receives any money or other thing of 
value for himself or another, as consideration for the use of personal influence 
(other than by ordinary professional representation), duress, threats, false 
accusations, any special inducement or promise of advantage, or any bestowal 
of any gift or favor or other thing of value, to affect in any way any decision of 
any officer or employee of, or person acting for the United States or any de- 
partment or agency thereof, in any matter that is or might come before any 
officer or employee thereof, or to obtain any information of any kind with respect 
to such a matter other than information which is made available by proper 
authority shall be fined not more than $10,000 or imprisoned not more than one 
year or both. 

Now, this proposal is not considered to be entirely satisfactory. 
Additional time and study will be required to further improve it. 

For instance, in order to meet the standards of certainty and defi- 
uiteness required in criminal statutes, it would appare ntly be neces- 
sary to prov ide definitions for some of the terms used, such as “per- 
sonal influence,” “ordinary professional representation,” “special 
inducement,” and perhaps others. 

It is not uncommon for a pe rsohn, a taxpayer or other person, to 
retain as his counsel a most eminent and highly respected member of 
the bar whose participation in any case will carry with it a certain 


amount of personal nfluence because of the counsel's reputation, 


integrity, and standing in his profession. Where the line should be 
drawn with respect to such personal influence might be difficult to 
determine. What conduct is and what conduct is not “ordinary pro 
fessional representation” and what “special inducement” should come 
within th le proscript on of the statute also appear to involve distine- 


tions dif ilt to defi ne, at least on short notice, 

[t is suggested that the question of providing a criminal penalty for 
gach. peddling be given further careful study with the view to 
the eventual enactment of a statute which will be more workable tha” 
the one herein propos d appears to be. 

Section 3502 of the bill relates to the unauthorized prac tice before 
the Treasury 8 gy ong It would amend chapter 15 of title 18, 
United States Code, D\ addi ra section 292, In effect this section 
would make it an offense for a person to represent another before the 
Treasury Department without a license issued under regulations prom- 
ulgated by the Secretary of the Treasury. The penalty for violation 
would be a fine of not more than $10,000 or imprisonment for not more 
than a year, or both. No comment appears to be necessary, although 
[ heard the discussion this morning with Mr. Lynch and this section 
may raise some probl ms that require furthe r study, the extent to W hich 
a person ean go and bevond which he cannot £0, when is he repre- 
senting, when is he just making an inquiry? 

Now, with respect to section 304, which provides an amendment of 
section 281 of title 18, section 281, in substance makes it an offense 
for a Congressman, or officer or employee of a Government department 
or agency, to receive compensation for services rendered in any matter 
affecting the Government before any de ‘partment, agency, court mar- 
tial, officer, or civil, military, or naval commission. 
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The opinion has been expressed that this section does not prevent a 
Member of Congress or other Government official from appearing in a 
Federal criminal case, and this is supported to some extent by the 
legislative history of the statute. 

Section 304 of the bill proposes an amendment of section 281, con- 
sisting of the addition of the phrase “or in any judicial proceeding, civil 
or criminal (except as trial or appellate counsel).” The effect of such 
amendment would apparently be to provide that Members of Congress 
or other Government officials are not prohibited from rendering 
service for compensation in matters affecting the Government when 
such services consist solely of acting as trial or appellate counsel in 
judicial proceedings, at least in criminal cases. 

Section 283 of title 18, of course, prohibits officers and employees 
of the United States or of any department or agency or of the Senate 
or of the House of Represent: itives from prosecuting or assisting in 
prosecution of claims against the Government, which would bar par- 
ticipation in civil claims against the Government by Government 
officials and also by Congressmen if they are considered officers of 
the United States or of the Senate or of the House of Representatives. 

In this connection the Department has now under consideration a 
restatement of these conflicts of interest statutes, that is, sections 281, 
283, and 284, and the committee may desire to defer action on this 
particular section of the bill pending an official recommendation from 
the Attorney General, based upon that study. 

That is the extent of the prepared statement I have. 

Mr. Coorer. That completes your statement 

Mr. OruMann. Yes, sir. 

Mr. Coorer. Any questions ¢ 

Mr. Mason. Mr. Chairman, I do not have a question, but I do have 
a statement. 

The witness who just testified has testified to the fact that we had 
better give further study to some of these things. Mr. Sharpe testified 
that we had better give further study to this trial-by-jury proposition. 
Our colleague, Mr. Jenkins, says we had better give further study to 
what the other gentlemen proposed to us. Is there anything to this 
bill that we should not give further study to? I am just wondering 
how can we correct the things that are being discovered by our sub 
committee if we are not to act upon some of these things. Or are 
there certain sections of the bill that we can all agree upon that do not 
need further study and we can pass that part and leave these for 
further consideration ? 

That is my statement. 

Mr. Foranp. I believe that decision will be reached in executive 
session. 

Mr. Coorer. Any other question ? 

(No response. ) 

Mr. Coorrer. If not, we thank you gentlemen for your appearance 
and the information given the committee. 

The committee w ill; stand adjourned until 10 o’clock in the morning 

(The following statements were submitted for the record :) 
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STATEMENT SUBMITrED BY A. G. QUAREMBA, CHAIRMAN, CONFERENCE COMMITTEE 
OF THE COMMITTEE OF BANKING INSTITUTIONS ON TAXATION, NEW YoOrK, N. Y., ON 
H. R. 7893, rHE REVENUE ENFORCEMENT AND ADMINISTRATION Act oF 1952 


This committee approves the purpose of H. R. 7893, which is to strengthen 
the Bureau in its operations under, and administration of, the Internal Revenue 
Code. However, there are certain provisions of the bill which appear to im- 
pose undue hardship and one matter has not been covered which we are informed 
the Bureau of Internal Revenue believes would be of substantial benefit t 
it. ‘These matters will be discussed separately below. 


DISALLOWANCE OF UNSUBSTANTIATED DEDUCTIONS 


Section 101 of the bill amends the code to provide for the disallowance of 
expenses otherwise deductible under section 23 (a) if they are not substantiated 
in accordance with regulations prescribed by the Secretary. The section ap 
pears applicable not only to future years, but to all years which may be open 
under the statute of limitations. The amendment thus would substantially 
change the rules under which taxpayers have operated in the past. 

In Cohan v. Commissioner (30 F. (2d) 540) it was held that expenses are 
deductible under section 28 (a) to the extent that the facts reasonably show 
that such expenses were incurred, even though the taxpayer is unable to pro- 
duce substantiating vouchers or records. The rule of the Cohan case has been 
given wide application by the courts and it is submitted that it should not be 
abrogated retrospectively. The rule of the amendment should not be applied 
without giving taxpayers a reasonable opportunity to keep such records as 
may be necessary to substantiate their deductions under the Secretary’s regu 
lations. . 


EXTENSION OF TIME TO FILE INDIVIDUAL INCOME TAX RETURNS AND DECLARATIONS 


It is respectfully submitted that the bill should be broadened to embody the 
amendments proposed in H. R. 7599, introduced by Representative Simpson on 
April 25, 1952. Under that bill the time for filing individual income-tax returns 
and declarations of estimated tax would be extcnuded to the 15th day of the 4th 
month following the close of the taxable year. 

Under the pay-as-you-go system a major portion of the tax shown to be 
due on individual income-tax returns has been paid prior to the filing of the re- 
turn, either by withholding of tax or by payments on declarations of estimated 
tax. Accordingly the taxes paid by individuals upon their final returns no 
longer have as much significance from the standpoint of revenue collections as 
they formerly did. 

If such an extension is to be granted for returns, practical considerations 
make it necessary that the time for filing declarations of estimated tax be 
similarly extended. This may result in some delay in the collection of the first 
installment of the estimated taxes shown to be due on declarations. However, 
such taxes are being paid in advance and in any event the first and second in- 
stallments thereof will fall into the same fiscal year as at present. In view of 
the heavy load now encountered by collectors it is often impossible to process 
all remittances until considerable time has elapsed so that the actual delay in 
the collection of the first installment of estimated tax will not be as great as 
might appear. 

The present law permits taxpayers who receive most of their income from sal- 
aries or wages to file with the collector a simple return (Form 1040A) to which 
is attached the employer’s statement of tax withheld at the source. The col- 
lector then computes the tax due and sends a statement to the taxpayer of any 
balance of tax which is payable or any refund which is due. The tax is payable 
within 30 days from the date of the statement and any refund may be paid with- 
out incurring interest up to 30 days after the due date of the tax. Approximately 
40,000,000 of these simplified returns are filed with the collectors each year and 
approximately $1,600,000,000 is refunded each year to this class of taxpayers. 

The requirement of the present law that all individual income-tax returns and 
declarations be filed by the 15th day of the third month after the close of the 
taxable year, places a very heavy burden on the collector's staff. The work of 
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processing such returns, getting out statements with respect to the returns on 
Form 1040A and making refunds within the prescribed time limits, comes to a 
peak in a very short time with the result that it is physically impossible to care- 
fully audit many small returns which on their face show a refund to be due. 
As a result inaccuracies made in the preparation of returns are never caught 
Surveys made by the Bureau indicate that 


and considerable revenue is lost. 
where the tax is computed under the 


inaccuracies are particularly prevalent 
tables. 

No taxpayer compliance problem is involved, since the time for filing the returns 
Obviously, taxpayers whose returns 


is being extended rather than shortened. 
| now do. Many 


reflect a refund will continue to file them early just as they 
other taxpayers whose returns show tax to be payable will continue their present 
practice of filing their returns as soon as they are ready. 

An extension of time to the 15th day of the fourth month following the close 
of the taxable year would thus tend to level out the work in the collector's 
cffice, make for more efficient operation, permit better auditing of returns where 
refunds are shown, and obviate a considerable portion of the interest now 
incurred due to the inability to process refunds before the present deadline. 

It is understood that the Bureau of Internal Revenue feels that such an exten- 
highly beneficial to it in eliminating some of its operating prob- 
assistance in relieving the heavy 
deadline imposes upon the staff 


sion would be 
lems. Such an extension also would be of great 
physical and mental burdens which the present 
accountants, and lawyers who prepare large 


of tax departments of banks, 
numbers of individual income-tax returns for others. 


ASSISTANCE IN CONNECTION WITH THE PREPARATION OF RETURNS 


Section 107 of tl bill adds a new section to the ode with re spect to Assistance 
hn connection with the preparation of returns ihe first senien e of the section 


appears unobjectionable since it merely requires a person who, for compensation, 
prepares a return, to state his name and address upon the return. The 
sentence of the amendment, however, provides that a taxpayer who pays compen 
! rson for the preparation of, or assistance in the preparation of, 

ff such person on the return unless 
such person himself has made such a statement upon the return. The phrase 
rn” apparently would require the tax 


second 


sation to any pe 


any return, to state the name and address 


‘assistance in the preparation of any retut 
payer to report the names and addresses of al! persons on the staff of its counsel 
or auditor who may have given advice in connection with a matter covered in 
no matter how informally such advice was given or how unimportant 
Salaried employees who compiled information 


broad. 


the return 
such rdvice as, as well as all 


entering into the return. The provision thus seems unreasonably 


SUITS OR REFUND 


suit may be brought 


Section 2O7 of the bill amends the code to provide that 
for refund, even though the claim has not been formally rejected, without wait 
on of the 6-month period now required, if the amount claimed 


ing for the expirat 
’ of 


as refundable had been paid by the taxpayer pursuant to a written notice 
It should be noted that in practice taxpayers often waive the restric 


deficien 
* the deficiency so that it is unnecessary for the Com- 


notice of def ency No reason s apparent for draw- 
so long as there has been considera- 


tions upon the assessment of 
missioner to issue a written 
ing any distinction between such cases and 

tion by the Burean of the subject matter of the claim the taxpayer should be 


permitted to bring suit immediately. 


LAW OFrricks or ALvoxnp & ALVORD, 
Washinauton bo, D or. Vay 27, 1952. 


Hon. Rorerr L. DoucHron, 
Chairman, Committee on Waus and Means. 
House of Representatives, Washington, D. C. 

Drar Mr. CHAIRMAN: Since I will be out of town, I will not have an oppor 
tunity to appear before your committee during its hearings on H. R. 7893, the 
bill introduced by Mr. King to provide for improved enforcement and admin 
istration of the revenne laws I do have, however, some comments to offer 
Which I believe may be of value to your committee in its consideration of the 


bill. 
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Section 102 of the bill would deny a deduction for a loss resulting from a loan 
to a political committee Che technique emplo ed by the bill is to provide that 
section 23 (k) shall not apply to such a loss, except in the case of a bank 

A taxpayer could probably get around the objective of the amendment by 
taking another route—by selling his note to a third party at a loss instead of 
claiming that the note is rthiess. The loss on the sale would be a capital 
loss (Short-term, if the note were held for not more than 6 months) and a de 
duction would be allowe to the extent provided by Section 117 of the coue Th im, 
the taxpayer ould his loss not under section 23 (1 Which the bill 
amends, but under other provisions of the code 

n Levu v. Cor 131 J 2d) 544 (1942)), the court held that a loss 

sustained by a tax] er ! old an account receivable was not deductible as 

bad debt under se n2 Ix it was to be treated as a loss tf hes of 
a capital asset and deductible as provided in section 117 

wit endment doe should not, apply to loans ade prior to the 
date of the enactme! e | ! S1nce 1 deductior Will be denied nder he 
amendment even tho tthe taxpayer prove ih Lbeodie fide loan Howeve! it 
should be made cleat ! rhe mi ittee report! r bv the amendment itsell hat 
no infere! should le n that a reducti« sia walle th res] ouny 
so-called loar cle t } hich fact was ’ in but ere do 
dressing fo Au l nron ym if} " ( li té 

ISAT OF UNSURS IA » 1 

Section LO] f the } 1 ali ded of a ee ry 
e\penses paid ! é ‘ irryving ol rade ¢ uu eSS nless the 
deduct S ore I I ad iccordance the rex ons prescribed er 
st i 4 ‘ alt 

Apparentiy the f ntended to cas side th el e rule l ed 
j Col C's / i R > | ad) TD 1! ) It 

‘ (it v M. ¢ oblived o> sin , tin - ; 
i ‘ nal ‘ “ it Lhe | rod _ ( 
e ke] ! coul list he ¢ ission cl ( ! ded n 
l king ‘ ! ‘ { ‘ App. J ge La ed 
liand s ed re e any dedu ! ‘ WV I 
it cles b ‘ en I 1 lirected Lb rf 
I \ppeals pprox : ld « eX] 
! y f re is ] ‘ , O 
dit ‘ 

' { ‘ i“ 

K [ i ) ‘ ni 
\ ! es proposed e | h 

. I I I ~ I vi : 

rh endmet : ve l el exp es If a 

iXp ~ ‘ f ~ XI eq ‘ D\ 

1; ‘ } ‘ e his } 4 
‘ ) e in ne ! ] <e 7 ure na ‘ { expend it 
Sucl f, for ex ‘ f ords ke he ] to 
W iu m iXINIVE 

It en b exp ( VY taxpayers he I ha | of evad yy yes 
wou ely ep the records and « ‘ nfor i ey ed b he 

gu ions. Certai if evenue age ‘ he court is satisfied that a cer 
tain expense was ] i te shoul l flatly t re I} euu ¢ ne 
court to disallow ‘ on for fa f tl X] ‘ ec} record ol 
receipt covering the expens nvolved 

QUENT TAXES OF EMPLOYEES 

Under present w the Bure 1 has 6 years in which 1 ollect an income tax 

ter it has been assessed unless the taxpaver has agreed to extend the period 
of time. Section 108 (« the bill provides that if the Bureau within the 6-year 
period should make e levy upon the salary of a person (whether privately 
employed or working for the Government), the Bureau can, after the 6 years 
has run, continue to ih the salary of that person until the tax is fully paid. 


20491—52 
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Statutes of limitation against the collection of stale debts, including taxes, 
constitute good public policy. It is highly questionable that this policy should 
be abandoned to any extent in the case of persons who are dependent upon 
salaries or wages for their living. 


INFLUENCE PEDDLING 


There can be no quarrel with the general purpose of section 301 of the bill. 
Since the section provides that an offense against this provision is punishable by 
a fine or imprisonment, or both, the language should be reasonably clear as to 
what constitutes the offense. Among my difficulties in reading the section are 
the following: 

(1) It is not clear whether the language with respect to the use of personal 
influence, duress, threats, etc., is intended to apply only in the case of affect- 
ing decisions of an official or employee of the Treasury Department or whether 
the language also applies as to the manner of obtaining information concerning 
matters before the Treasury Department. 

(2) It is not clear whether the parenthetical clause “(other than by ordinary 
professional representation)” appearing on page 26, line 9, is intended to apply 
as an exception to the prohibition against obtaining information with respect 
to matters before the Tre asury Dey artment. 

(3) The phrase commencing on line 13 “other than information which is made 
available by proper authority” is highly ambiguous. Any clarification of what 
is meant by proper authority would certainly be helpful. 

It would be highly desirable if the committee, in dealing with the problem 
of influence peddling, would also concern itself with the other side of the coin 
attempts to shake down taxpayers made by the bad apple who occasionally gets 
into the revenue service. It may be possible to bring these attempts to light 
by offering some inducement or advantage to the taxpayer to make disclosure 
of the extortion attempt by the agent. 

While any solution presents difficulties, it may be feasible to expand section 
4047 (e) of the code, which now provides a limited reward to an informer of 
illegal acts of an agent, so that a taxpayer whose disclosure of an attempted 
extortion results in a conviction will receive as an award some percentage of 
relief from the tax liability for the year to which the attempted extortion 
relute 

It might also make sense to provide that a taxpayer, upon claiming that an 
agent has attempted extortion, is entitled to have his tax returns audited in a 
different agent's office. Taxpayers may have been reluctant in the past to make 
disclosures because of the fear that if the evidence available fails to prove 
the case beyond reasonable doubt, the agent's office would thereafter go out of its 
wiy to make life miserable for the taxpayer. 

Respectiully yours, 
ELLSWoOrTH C. ALvorD. 


(Whereupon, at 3:30 p. m., the hearing was recessed until 10 a. m., 
May 28, 1951.) 


ENFORCEMENT AND ADMINISTRATION OF THE 
INTERNAL REVENUE LAWS 


WEDNESDAY, MAY 28, 1952 


Houser or REPRESENTATIVES, 
COMMITTEE ON Ways AND MEANS, 
Washington, dD. f. 
The committee met at 10 a. m., pursuant to recess, in the committee 
room, New House Office Bu ilding, Hon. Jere Coopel presiding. 


Mr. Cooper. ‘The committee will be in order. 
The first witness will be Mr. William Herbert Danne. Please five 
your name and address to the reporter and the capacity in w hich you 


appear. 


STATEMENTS OF WILLIAM HERBERT DANNE, CERTIFIED PUBLIC 
ACCOUNTANT, DISTRICT OF COLUMBIA, CHAIRMAN, SUBCOM- 
MITTEE ON TAX ADMINISTRATION, COMMITTEE ON FEDERAL 
TAXATION, AMERICAN INSTITUTE OF ACCOUNTANTS; AND WAL- 
LACE M. JENSEN, CERTIFIED PUBLIC ACCOUNTANT, CHAIRMAN, 
SUBCOMMITTEE ON TAX LEGISLATION, COMMITTEE ON FEDERAL 
TAXATION, AMERICAN INSTITUTE OF ACCOUNTANTS 


Mr. Danner. My name is William Herbert Danne. I am a certified 
public accountant of the District of Columbia, and chairman of the 
Subcommittee on Tax og we ner of the Committee on Federal 
Taxation of the Ameri 1 Institute of Accountants, which is the na- 
tional professional society of certified public accountants. 

I am accompanied by Mr. Wallace M. Jensen, also a certified public 
accountant from Detroit, Mich. He is chairman of another subcom- 
mittee on tax leg is slation of that same committee. 

My statement was prepared after consultation with several mem- 
bers of the committee, and it is consistent with positions previously 
taken by the American Institute, but we have not had an opportunity 
to obtain formal action on the statement by the full committee. 

As representatives of an organization which has many members 
enrolled to practice before the Treasury, with long experience in the 
administration of tax laws, we are entirely in sympathy with the 
general purposes of the bill under consideration to strengthen tax 
administration procedures, and to close some loopholes which may 
now exist in the Internal Revenue Code. What I shall have to say is, 
therefore, not in opposition to the bill, but rather to raise some ques- 
tions about the possible interpretation and effects of certain sections. 
I shall confine my remarks to those sections which affect aspects of tax 
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practice with which certified public accountants ,are most directly 
concerned. 

The first question we would like to raise is about section 101 in title 
l, on disallowance of unsubstantiated deductions. This is obviously 
closely related to the proposed amendment of section 54 (a) in section 
103. 

On the face of it, these proposed amendments may not give the 
Commissioner of Internal Revenue or the Secretary of the Treasury 
any authority which they do not now possess. Certified public ac 
countants would be the last to suggest that taxpayers should not be 
required to keep records which will adequately substantiate the amount 
of income reported and deductions —— At the same time, if this 
bill is enacted, we hope it will be made clear that it is not the intention 
of Con yvress to require record keeping in such minute detail, beyond 
the ordinary practice of prudent businessmen and individuals, as to 
constitute an onerous and unnecessary burden on ti iXpavers. 

[In partic ular we hope the proposed requirement for substantiation 
of deductions will hot be construed to prohibit the use of venerally 
accepted auditing standards and techniques such as the “fest check” 
upproae h which have been developed over a great period of years. It 
has lov “ been re ognized by professional accountants that the reason- 
ableness of finan al data can be established by something less than a 
complete and detailed audit of every transaction. The Bureau of In- 
ternal Revenue is represented at the examiner level by many men 
who are skilled in the observance of auditing techniques and standards. 
In fact, many internal revenue agents have had earlier training in 


oh onal accounting and auditing. The principle of accepting cer 
tail deduet ol us appropr ite and proper because ot thre nature ot 
the business involved without requiring detailed proof is long 
t tabl hed 


Experience has proved that agents of the Bureau of Internal Reve 


nue must be given renson ible diseretion the allowance of dedu 
tion It is impossible as a practical matter to spell out in complete 
detail in regulations exactly what records should be required in cor 

nectio With every type of deduction. Phe ilternative to rensol able 
discretion would be an intolerable burden of papel work for the tax 
paver, and also ti burden on the Bureau of Internal Revenue out of all 
proportion to its effect on the collection of the revenues. It a well 
( tablished fact that Federal taxation 18 a voluntary system based on 
‘| f-assessmie t. and iI requires taxpaver Coop ration to work SUCCESS 
fully. Additional burdens should not be imposed without the most 
careful consideration of their effect on taxpayer cooperation. 


(lone the same line, we hope that it is not the intention of the 
Congress, if sections 103 and 104 should be enacted into law, to require 
a vreat increase in the voluminousness of records to be kept by the 
average taxpayer. Furthermore, section 104 can be construed ne such 
a way that compliance would be virtually impossible in many cases, 
from the accounting point of view. 

As certified publi accountants, a considerable part of whose work 
Is tax practice, perhaps we should be expected to welcome a change 
in the law which would require taxpayers to seek more assistance from 
us and from other tax practitioners. We are, however, much more 
concerned with the reasonableness and efficiency of tax administration, 
and we fear that anything which added substantially to the burden of 
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‘paper work already required of the average taxpayer would ultimately 
lead to a breakdown rather than improvement of tax administration. 

Another proposal in this bill with which we are especially concerned 
is section 106, on the author ity to examine records. The Commissioner 
of Internal Revenue already has the authority to subpena any records 
WW hich he may re ed to eXamiune in connection with a tax case. While we 
would hope and expect that the authority which would be conterred 
by section 106 would be exercised with discretion, we are not con 
vinced that it is desirable or in the public interest to give the Bureau 
of Internal Revenue such broad authority to require any taxpayer or 
taxpayer's agent to appear and produce records, without limitations 
as toa particular matter or area. It seems to us that the language of 
the bill would encourage fishing expeditions which might greatly in- 
convenience and harass taxpayers and taxpayers’ agents without ae 
comptish ne ahyv hecessary purpose. We have not seen any evidence 
that the present authority of the Bureau to obtain and examine records 
is insulflicient. 

Qu final questiol with respect to this bill concerns sections 107 and 
10, dealing with persons assisting in the preparation of returns, and 
inauthorized practice before the ‘Treasury Department. Although it 
is not explicit in the language of the bill, we wonder if the amend 
ments proposed by these sections would require major changes in 
the rules of the Committee on Practice of the Treasury Department. 

The American Institute of Accounts has devoted a oreat deal of 
time and thought to this question, and 4 vears ago we initiated a con- 
ference with ‘Treasury Department officials on this subject. At that 
time, we raised the question as to whether all persons who assist others 
for a fee in the preparation of tax returns should not be required to 
register, ‘| reasury Department ollicials emphasized the tremendous 
administrative burden of registering the hundreds of thousands of 
individuals who may engage in such work on a part-time basis during 
the tax season, and particularly the difficulty of policing the regis- 

trants. We agreed with Treasury officials at that time that it would 
be highly undesirable for the Government to give any form of official 
recognition to individuals whose competence to assist others in the 
preparation of tax returns had not been tested. 

We are not clear as to the LV pe or extent of registration which is 
contemplated by these sections of the bill. We have no objection to a 
requirement of some form of registration for anyone who for a fee 
prepares another person’s tax return. It is undoubtedly desirable that 
Incompetent o1 dishonest individuals be kept out of this field. On the 
other hand, we would like to call the attention of this committee to the 
difficulties of si reenrng all the people who now prov ide tux service 
during the tax season, and especially to the dangers of any ing official 
recognition to such individuals through registration without testing 
their competence. lf these two dangers can be avoided, some form of 
registration might be desirable. 

I should like to-repeat our support of the general purposes of this 
bill. We hope that the suggestions we have made are constructive, 
and will result in clarification of provisions which might prove un 
necessarily burdensome without serving any really useful purpose. 
Thank vou for this opportunity to present our views to the committee. 

Mr. Coorrer. Does that close your statement, sir? 

Mr. Danne. It does. 
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Mr. Coorer. Any questions? 

Mr. Kean of new Jersey will inquire. 

Mr. Kean. Mr. Danne, there is no registration in this bill. 

Mr. Danne. Congressman, it was not quite clear to us as to what 
was intended. 

Mr. Kran. It says just name and address to be stated on the return. 

Mr. Danne. That coupled with section 302 speaking of unauthor- 
izedl practice led us to wonder whether this was contemplated. 

Mr. KK iN. [| he subcommittee discussed the question of registra- 
tion very carefully, and the subcommittee was generally in accord with 
what you said about the fact that the complexities of registration 
were so great that it would put an undue burden on everybody. That 
is why we put in this provision rather than putting in a provision 
calling for general registration. 

Mr. Danner. Fine. As I say, we were not sure whether that was 
intended and we wanted to get these points across. 

Mr. Coover. Mr. Reed of New York will inquire. 

Mr. Reep. I call attention to page 3 of your statement, Your whole 
statement was very fine and very clear. I congratulate you. 

Mr. Danne. Thank you, sir. 

Mr. Reep. I am disturbed. I put in the record a blank that has 
been prepared by the Treasury to send out and compel people to 
answer an infinite number of questions as to the transactions in a 
week, a month, or a vear. It is claimed that that is to take care of 
racketeers. Really, the burden about which the taxpayer complains 
is not about the amount of tax he pavs but the difficulty of keeping 
records. I can see where this leads to a very great abuse in the field, 
where the ofhcial savs, “ All right. vou don’t seem to have any ree- 
ords here. You don't have this or So. Suppose vou answer this ques 
tionnaire.” That is enough to terrifv a man. I can see the purpose, 
but it can be creat ly abused. IT would like to get your opinion on that. 
What do vou think about that? 

Mr. Danwne. ‘This form ? 

Mr Ry ED. Yes, this form that you probably key ow about. 

Mr. Danner. Yes, I am familiar with it. | understand of course 


that = 4 ily contemplated for use In cases involving fraud or sus 
pe ted fra id ()f eourse t} at covel i wick rena. | thi k it does 
put itremencous burden on the average sineere and honest faxpay ‘T’ 


to attempt to fill that out from the records which he would normally 
keep. 

Mr. Reep. With such a discretion int 
ury with power to use If 1n the field, a great many people, perhaps 
thousands of people would sav. “Well, that being the case, | had better 


} 


leep these records,” and that e rtainly is rong to be a tremendous 


ne Depart: ent of 


burden on these peopl who have | mult itucde ot transactions. 

Mr. Danner. That is quite true. As I said before, we deprecate 
the keeping of insuflicient records, but suflicirency is something less 
than we think is called for by the bill. 

Mr. Coorer. Mr. Jenkins of Olio will inquire. 

Mr. Jenkins. You are speaking for the American Institute of Ac 
countants ¢ 

Mr. Danner. Yes, sir. 

Mr. Jenkins. Now, do you have a special examination and quali 
fication you have to meet in order to be a member of the institute ? 
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Mr. Danne. Yes, sir, one must be a certified public accountant in 
good standing. 

Mr. JENKINS. They are certified under State licenses and you have 
48 different qualifications ¢ 

Mr. Danne. We have 48 different States plus the District of Colum- 
bia and the ‘Territories. An examination is given practically uniform, 
prepared by the American Institute of Accountants for the various 
boards of eXamilners, 

Mr. Jenkins. Your aim is to have all these persons belonging to 
your institution, your organization, with about the same qualifications 
all over the Nation ? 

Mr. Danne. That is quite true, 

Mr. Jenkins. About what proportion of the tax returns are pre- 


pared by other people than are prepared by your group‘ In other 
words, there would be many more times the number filled out by us- 
tices of the peace ' otaries public all over the country than DY 
members of your organization. 

Mr. DANNE. | ul crue, ir We have 12? 000 members of the 
American Institut: By the barest “ouesst mates” we concluded there 
are hundreds of thousands of persons assisting in some parts of the 
year. 

Mr. Jenkins. I would say several times the Government representa- 
tive comes to the post oflice: he is there a good many months of the 
year. 

Mr. Danne. That true, 

Mr. Jenkins. He hem and keeps small business straight. 
At the time the rus mes ol [ expect there are not verv n vy people 
who fill out t er « : Is that I alt ? . , 

Mr. Danner. I think that the Forms Committee of the Bureau of 
Internal Reve ’ one a good job with a complicated problem. 

Mr. Jenxins. That isright. I know I have to have help to fill mine 
out. l am sure every “ly else does. So it isa big | siness. 

Now, here is what I am coming to. In order to practice law all 
over the United States you have to be admitted to the bar. That is a 
long story, and we have been years in building that up. Still there 
are a cood many ste! that pract ce law who are not el oil le to 
pract ce lav Theta collect no busines is gett ng to be a tremendous 
business and it would be a fine thing for the people to make it as s mple 


as possible. 
Mr. Danner. I agree with you, sir. 
Mr. JENKINS | vi expressed myself here. I do not lilxe for us 


to start by looking down on everybody as being more or less crooked. 
| would like to see the tf e come th it eve rything would be simp! fied 
so that nearly evervbdody\ ould pay his ov ntaxes because a great m iny 
of them now have their wages withheld. Most people are small 
taxpayers, the big taxpayers have auditors and they have certified 
public accountant They are good American people but it is hard 


for them to pav taxe 

Mr. DANNE. I agree \ th you. It should be made simpler for the m. 
certainly not harder 

Mr. Coorrer. Mr. Byrnes of Wisconsin will inquire. 

Mr. Byrnes. In connection with section 101 which from the stand- 
point of the subeor immnittee has as its purpose the elin ination of the 
Cohen rule, I would like to have your view as to what you think about 
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the Cohen rule, whether it is a sound principle to follow or whether you 
believe there should be a change in the present Cohen rule. 

Mr. Danne. Speaking as a certified public accountant, I think that 
the Cohen rule has placed the recognition of court on what has long 
been recognized by trained auditors as a common-sense approach or 
certification. Without intending to express an opinion on questions 
of law, I think it is one of the soundest rules we have. 

Mr. Byrnes. In other words, you believe that a person should be 
able to deduct business expenses on pure estimate and on a pure assump- 
tion that since such a deduction would be reasonable in the trade, there- 
fore, it can be assumed that this man had such a deduction. Is that 
really what the Cohen rule is / 

Mr. Danne. That is what it says. Perhaps I would not go as far 
asthat. I would like to distinguish between the fact of a transaction 
and the amount involved. I think that the Cohen rule can be relied 
upon to establish the fact of the transaction. As the court itself said, 
in the absence of proof as to the amount the taxpayer must bear the 
burden of the court’s determination. 

Mr. Byrnes. I think what the subcommittee had in mind was to 
get away from the idea that because in that particular trade or busi- 
ness a person might be assumed to have incurred certain business 
expenses which were deductible, therefore he actually had incurred 
them. It isan imposition on the Bureau in making an audit to require 
them to determine W hat expenses were reasonable deductions and what 
expenses were actually incurred and what expenses were hot actually 
incurred, in the absence of any records. 

Mr. Danneg. I see your point, Mr. Byrnes. I think Mr. Jensen 
would like to comment on that. 

Mr. Coorrer. Please give your name and address and capacity in 
which you appear. 

Mr. Jensen. My name is Wallace M. Jensen, certified public account 
ant of Michigan. TI reside in Detroit, Mich. I am chairman of the 
subcommittee on tax legislation of the American Institute of 
Accountants. 

As Mr. Danne has explained to the Congressman, we have felt that 
the Cohen rule had a lot of merit in that, at least every case of which 
we have know ledge, the fact that expenses were incurred has to be 
first established. Then the problem is, what proof does the taxpayer 
have? Does he have canceled checks and other support? In the 
cases that have gone to the court and in many settlements made in 
the field the taxpayer has been penalized because of not having had 
adequate records. We have had to advise taxpayers many, many 
times that if they really expect and want to have the deductions 
allowed that they must keep good records. 

Mr. Kean. You agree with this section then, you must keep good 
records. That is all the section Savs. 

Mr. Jensen. I am afraid the section goes too far in that it permits 
the revenue agent to disallow the entire deduction if the proof was 
only 75 percent. 

Mr. Kran. As you read the section, if a man proves (e percent of 
them and 25 percent is not proved, the Gevernment will disallow the 
whole 100. 


(ry 
— 
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Mr. Jensen. It did seem that way. In other words, if we had only 
a part of the proof of one specific item but not every bit of proof, that 
it could be disallowed. 

Mr. Kean. I did not have any intention of that being in the bill. 
My thought was that if he could substantiate 75 percent, that the 75 
percent would be allowed and if he could not substantiate the other 
B95 percent, the other 25 percent would be disallowed. 

Mr. Jensen. It, to us, seemed to mean that it required perfect proof 
as distinguished from substantially adequate proof. [ appreciate 
that is maybe the extreme interpretation on it, but it opens the door 
to that. 

Mr. Kean (reading): 


No deduction shall be allowed under this subsection unless it is substantiated 
in accordance with regulations 
That is the provision. 

Mr. Jensen. Yes, sir 

Mr. Kean. If 75 percent were substantiated, it would be allowed, if 
29 percent were not s ibstantiated, it would not be allowed. 

Mr. Jensen. If carried to the extreme in traveling expenses it would 
require obtaining a receipt for every taxi fare. I appreciate that 
depends on the final regulations, ves, sir. and in the discret 1On followed 
in administering the regulation. 

Mr. Kean. I do not think there was any thought that the 100 pereent 
would be disallowed if the could not prove the whole LOO percent, 

Mr. Mason. Would the gentleman yield there’ But perhaps the 
substantiation even of the 75 percent would be under question if the 
regulations required certain things that could not be allowed, but on 
the whole it should be substantiated if the regulations had gone too 
far. I think that is youl theory, is It not / 

Mr. Jensen. Exactly, sir. 

Mr. Byrnes. In this whole area are you not forced to rely on a certain 
reasonableness as far as the Bureau is concerned and as far as the 
regulation is concerned’ It is just impossible to draft legislation 
which will not de pel dtoa large extent upon the reasonableness of 
enforcement and reasonableness of administration. 

Mr. Danne. That is a laudable approach, and I hope that is what 
itmeans. As we point out here, it is Impossible as a practical matter 
to spell out in complete detail in regulations exactly what the record 
should be requirect In Col nection with every type of deduction. 

Mr. Byrnes. It would be all the more difficult to spell it out in 
legislation. 

Mr. Danne. Lagree with you, sir. 

Mr. Byrnes. So in enacting statutory changes, we have to rely upon 
the reasonableness of the Bureau itself. 

Mr. Danner. I agree with you there. The thing we are concerned 
about, sir, is whether this provision will require that an agent making 
an examination of a return must see a voucher for every single trans- 
action involved in the financial arrangement that made that return 
and in the absence of seelng the voucher that will be disallowed. 

Mr. Byrnes. I do not think that was the intention of the sub- 
committee. 

Mr. Danne. That was our concern. 
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Mr. Keane. I do not think it was the intention of the committee 
if a man, for instance, say in business, took 10 trips to New York, 
that every time he left he would have to show the stub of his railroad 
ticket. If it were a trip to San Francisco, it might be different. 

Mr. Simpson. How would you do it? 

Mr. IN LN. | think the answer would be the reasonableness of the 
regulations in the fact that the agent looking it over could say the 
man could substantiate he made 10 trips to New York, the fare to 
New York is S10 or $8 from here, that that would be allowed. 

Mr. Coorer. Mr. Forand, of Rhode Island, will inquire. 

fr. Foranp. Mr. Chairman, I was interested in the colloquy rela 
tive to the reasonableness to be exercised in the administration of this 
part cular section that we have bee) discussing. | cannot let the 
opportunity pass without calling attention to the fact that with all 
of this investigating business going on I am very fearful that the 
employee of the Bureau of Internal Revenue are not going to be able 
to be reasonable: they are roing to he so seared that they are golng 
to lean over backward, and the poor taxpayer will be at the mercy of 
these collectors. 

Mr. Jensen. Would it be proper, Mr. Chairman, if these folks 
would make a recommendation as to how you would change this 
language / You are experts now. I would like to know how you 
would remedy this language so as to cover your objections. 

Mr. Danne. We would be glad to take it under consideration. We 
are not experts in draftsmanship. 

Mr. Jensen. You are smart fellows; vou have a good field. I would 
like the benefit of what vou think about it. 

Mr. Danner. We would be glad to take it under advisement and 
furnish the committee with some views which can be the basis for 
drafting. 

Mr. Reep. I ask unanimous const 
record. 

Mr. Coorer. Whatever you prepare you can submit it to the clerk 
of the commiuuttee for use of the committee. 

Mr. Reep. Could it not be made a part of the record ? 

Mr. Coorer. If he gets it ready in time to include it in the printed 
record. 

Mr. Danne. We will try to do that, sir. 

(The information referred to follows :) 


t that that be made a part of the 


AMERICAN INSTITUTE OF ACCOUNTANTS, IN«¢ 
Washington 5, D. C., May 29, 1952 
H. R. 7893 
Hon. Roserr L. Dovuci ton, 
Chairman, Committee on Waus and Means, 
Hlouse of Representatives, Washington, D.C. 

De,rk Mr. DovcntTon: Pursuant to your committee’s request on the occasion 
of ny appearance on May 28, 1952, when I presented a statement on behalf of 
the American Institute of Accountants on the above bill, I submit herewith a 
supnlemental statement concerning section 101 in title I of the bill 

At the outset, permit me to reemphasize our original statement to the effect 
that we are entirely in sympathy with the general purposes of the bill insofar 
as it is intended to strengthen tax administration procedures and close some 
loopholes which may now exist in the Internal Revenue Code. Accordingly, the 
principal purpose of my testimony was to place before the committee certain 
questions regarding the scope and interpretation of some of the provisions of the 
bill. 
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Mr. Simpson. Do you think that is contemplated / 

Mr. Danner. As I rode back to the airport from New York City yes- 
terday one of the passengers asked the bus driver for a receipt. 

Mr. Simpson. That borders on being unreasonable, yet it is con- 
templated as you interpret it. 

Mr. Danne. As we interpret it, that is the interpretation that has 
been placed on it. 

Mr. Simpson. Could you word it any other way to accomplish that 
purpose without being unduly unreasonable? Do you recommend 
any change in the present practice ¢ 

Mr. Danne. No, sir. I think the Commissioner should be allowed 
to rely on the skill and experience of his agents and their knowledge 
of auditing techniques. 

Mr. Simpeson. You would take the word, presently at least, of the 
taxpayer! 

Mr. Danne. Yes, sir. 

Mr. Coorer. We thank you for your appearance and the informa 
tion given the committee. 

Mr. Danne. Thank you, Mr. Chairman. 


STATEMENT OF JOHN J. CURRANS, CHAIRMAN, COMMITTEE ON 
COOPERATION WITH UNITED STATES TREASURY DEPARTMENT, 
NATIONAL SOCIETY OF PUBLIC ACCOUNTANTS, NEW HAVEN, 
CONN. 


Mr. Coorer. The next witness is Mr. John J. Currans. 

Please vive your hame and address and capacity inh which you 
appear for the record. 

Mr. Currans. My name is John J. Currans. IT am the chairman 
of the committee on cooperation with United States Treasury Depart- 
ment, National Society of Publie Accountants, 

Mr. Reep. May 1 ask a question, Mr. Chairman?’ Do we have his 
statement ¢ 

Mr. COOPER. | clo not see any here, lave you presented copies of 
your statement to the committee ? 

Mr. Currans. No, gentlemen: due to the fact that we have received 
less than 24 hours’ notice to appear to this hear ing our committee has 
not had sufficient time to carefully study the bill and prepare a fair 
and equitable report, Therefore we thank you to give ts more time 
to prepare a statement properly reflecting our viewpoint on H. R. 7893. 

Mr. Coorer. You May proc eed with vour statement. 

Mr. Jenkins. Just a minute. Let me ask him about his 
qualifications. 

You state you are chairman of the committee on cooperation with 
the United States Treasury Department c 

Mr. ("URRANS., Representing the National Society of Public 
Accountants. 

Mr. Jenkins. How do you cooperate? Does the Treasury invite 
you to cooperate ¢ 

Mr. Currans. We have frequent conferences on the matter of pro- 
posed legislation, on regulations governing the practice of the prep- 
aration of income-tax returns for a fee, and have visited Washington 
on the average of once or twice a month since last fall discussing the 
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problem with various department heads in the hope of finding a 
solution to this complex problem. 

Too often the public accountants who are neither certified nor 
enrolled in the practice before the Treasury have to bear the brunt 
of the tax levied upon honorable and honest practitioners who have 
rendered the Government a valuable service in the preparation of 
income-tax returns and in representing their clients before the Treas- 
ury below the level of the conference section. 

Mr. JENKINS. Your cooperation has been cordial and friendly. In 
other words, you do not. get any pay from the Government / 

Mr. Ccrrans. No; this is all voluntary work. We receive no pay 
either from the Government or from the national society. We do this 
voluntarily, mostly on our own expense. 

Mr. JENKINS. Is your work cordial and cooperative or do you have 
any trouble? Have you been in court on one side or the other ¢ 

Mr. Currans. No. sir. We just hold informal conferences and 
sometimes oflicial conferences. ‘Two weeks ago we met with the com- 
mittee on practice to discuss this very problem. We are always 
exploring ways and means of trying to control this practice. 

Mr. Jenkins. That is all right. Thank you. 

Mr. Coorer. Let me ask one question for information, sir. The 
previous witness appeared as representing the American Institute of 


Accountants. You are listed as appearing for the National Society of 
Publhe Accountants (re they two organizations of accountants / 


Mr. Currans. Yes, si 

Mr. Cooper. All right, go ahead with your statement. 

Mr. Currans. The American Institute of Accountants is a group 
consisting of certified public accountants. The National Society of 
Public Accountants is another group representing public accountants 
who are not certified. 

Mr. Coorer. All right, go ahead with your statement. 

Mr. Currans. I have no further statement to present, 

Mr. Coorrer. Does that complete your statement ¢ 

Mr. Currans. Yes, sir. I wish to have time to present a statement 
in the near future. As I say, we had less than 48 hours’ notice, in 
fact it was night before last, quarter of 6, that IT was told about this 
hearing. Our committee consists of men scattered all over the country 
from coast to coast. We have not had an opportunity to meet on such 
short notice. 

Mr. Cooper. We thank you for your appearance. 

Mr. Rerep. May | ask uhahimous consent that he have reasonable 
length of time to prepare his statement and have it made a part of the 
record. 

Mr. COOPER. The committee W ill have to decide how long the hearing 
will run and when it will close. 

Mr. Reep. Yes, but we should give an opportunity to a great organ- 
Zation to present a stutement based on opportunity to consult. 

Mr. Foranp. How much time would you need ? 

Mr. Cooper. The clerk advises that you were notified on May 20. 

Mr. (‘crrans. The letter was misdirected and it went to St. Louis 
instead of coming to New Haven, Conn., and the notice did not give 
any time. It merely Ss uid, if I remember correctly, to read the news- 
papers, vou might see the notice there. Mr. Irv ing called me up night 


by hic 
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before last at a quarter to 6 and that was the first definite word that I 
have had concerning this meeting. 
Mr. Coorrer. I suppose this letter was written for the subcommittee. 
It is dated May 20, 19d2: 
Mr. Jonwn J. CURRANS, 
Chairman of the Committee on Cooperation With the United States Treasur} 
Department, 3829 West Pine Boulevard, St. Louia, Mo. 


Dear Mr. CurRANS: In Mr. DeWind’s absence I wish to acknowledge your letter 


of May 17 which will be brought to his attention upon his expected return t 


Washington tomorrow Meanwhile, let me say that it appears the hearings 
originally contemplated to commence Thursday, May 22, will be postponed prob 
ab ul the first part of next wee It appears also that the full Ways and 
Means Committee may hold the hearings instead of the subconunittee 1 would 
expect that bot! f these matters ill come to your attention through the 
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{ssisidnt Counse l. 
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Nir. Currans. Yes, sir. 

Nir. eR. |] nk you for your appearance and the formatio} 
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» I Departmer Natio Societv of Public Accountants 
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I per Dut o1 / i iture as to make it impossible to substantiate or to be 
| inent corded in detail 
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fee, be required to state his name and address and that the taxpayer also be 
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iddress of such person in the space to be prov ded 


required to state the name and 
on the return. 

(0b) We do not think a violation of this section 
ary liability or the imposition of a sanction for noncom- 


is serious enough as to war- 


rant any sort of secon 
pliance on the part of the taxpayer, 


TITLE Ill 


Section 302. Unautho ed practice before the Department of the Treasury (sec. 
U2 amended by sec. 292) 

This section is too broad in its scope and we are unequivocally opposed to it 
as written it ikes no def te provision recognizing that certain represelita- 
tion is not required to be licensed, which representation has proven to greatly 
fucilitate the audit of ret ind consequently saves both the Government and 
the taxpayer time al exp 

Under the present reg itions of the Department, it is made clear that ft) 
one thay appear Del Department in any matter constituting practice with 
out being properly enrolled Moreover, the conference and practice reg 
ments « the Bure ri rnal Revenue contain detailed es goverhilig its 
employees as to the mann f proceeding in cases in which unlicensed repr 
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(b) The initial registration could be facilitated through the office of the State 

directors of revenue. wilt the vo ntary cooperation of the National Society of 


Public Accountants and the associations of public accountants in their respec 


tive States 
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Sacem, Oree., May 29, 1952. 
Ways AND M&ANs COMMITTEE, 
House of Representatives, Washington, D. C.: 

The National Society of Public Accountants wishes to go on record as being 
opposed in part of H. R. 7893 because certain sections thereof discriminate gen- 
erally against approximately 200,000 public accountants in the matter of practice 
before the Treasury Department. By permission, a more detailed statement of 
particulars will be filed with your committee Saturday morning, May 31, by John 
J. Currans, who represented the society before the committee Wednesday, May 
28. There are principles in this proposed legislation of which we approve, and 
the National Society of Public Accountants offers their services to assist drafting 
suitable amendments. 

James E. Keys, President. 


H. R. 6127—Provivtne ror THe CoLuecrion or INTERNAL-REVENUE 
TAXES AND THE ADMINISTRATION OF THE INTERNAL-RevENUr Laws 
BY AN AGENCY INDEPENDENT OF THE DEPARTMENT OF THE TREASURY 


Mr. Coorrr. The chairman advises that the next two witnesses are 
here to appear on Mr. Curtis’ bill. The next witness listed is Mr. 
Montgomery Angell. Is Mr. Angell here / 

Mr. Curtis. Mr. Chairman, I appreciate the committee granting us 
this hearing. In order to save the time of the committee and to make 
a little more orderly hearing, I would like to ask the unanimous con- 
sent that Mr. Angell and Mr. Sutherland appear as panel witnesses, 
that they give their statements and then the questions be directed at 
both after they are finished. 

Mr. Cooper. Without objection, that will be ordered. 

Mr. Curtis. Mr. Chairman, I have a further request. This bill to 
which they will speak is just a brief bill, two pages on each side. I 
ask unanimous consent that H. R. 6127 be printed in the record at this 
point, 

Mr. Coorrer. Without objection, it is so ordered. 

(The bill referred to is as follows :) 


[H. R. 6127, S2d Cong., 2d sess.] 


A BILL Providing for the collection of internal-revenue taxes and the administration of 
the internal-revenue laws by an agency independent of the Department of the Treasury 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That there is hereby established as an inde- 
pendent agency in the executive branch of the Government an Internal Revenue 
Commission made up of three Commissioners. The Commission shall elect a 
Chairman from among its members. The Commissioners shall be appointed by 
the President, by and with the advice and consent of the Senate. One Commis 
sioner shall be “uppoirnte d for a term of nine years, one Commissioner for a term 
of three years and one Commissioner for a term of two years. (At the end of 
said terms their successors shall each be appointed for a term of nine years.) 
The Commissioners shall be appointed without reference to political afliliations 
and solely on the ground of fitness to perform the duties of the oflice; however, 
not more than two Commissioners shall be of the same political party. The 
Commissioners shall receive the same compensation as is paid to Justices of the 
Supreme Court of the United States. 

Sec. 2. The Office of Commissioner of Internal Revenue is abolished, and there 
shall be transferred to and exercised by the Internal Revenue Commission— 

(a) All functions which under the law now existing are vested in the Com- 
missioner of Internal Revenue. 

(b) All functions of the Secretary of the Treasury, the Under Secretary of the 
Treasury, any Assistant Secretary of the Treasury, the General Counsel for the 
Treasury, the Department of the Treasury, or any officer or employee thereof, 
in relation to the administration of the internal-revenue laws and laws relating 
to distilled spirits, wines, fermented liquors, and industrial alcohol. 
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(c) All functions in relation to the administration of internal revenue which 
prior to the promulgation of Executive Order 6166 on June 10, 1933, were vested 
in the Secretary of the Treasury, the Under Secretary of the Treasury, any 
Assistant Secretary of the Treasury, the Solicitor of the Treasury, the Depart- 
ment of the Treasury or any officer or employee thereof, or in the office of the 
Commissioner of Internal Revenue, the General Counsel for the Bureau of 
Internal Revenue, or any officer or employee thereof, and which pursuant to the 
promulgation of such order were transferred to the Department of Justice. 

Sec. 3. The Bureau of Internal Revenue and its functions, and the Assistant 
General Counsel for the Bureau of Internal Revenue, and his office and functions, 
are transferred to the Internal Revenue Commission. Upon such transfer, the 
Assistant General Counsel for the Bureau of Internal Revenue shall be known 
as the General Counsel for the Internal Revenue Commission 

Sec. 4. In determining the legal effect of (1) anything done or omitted to be 
done prior to a transfer under this Act of an officer, agency, or function, or 
(2) anything done or omitted to be done, after such transfer, in respect of any 
such prior act or omission or the subject matter thereof, the officer or agency to 
Which functions are transferred under this Act shall be deemed to stand in the 
shoes of the officer or agency from which such functions are transferred. 

(b) No suit, action, or other proceeding lawfully commenced by or against 
the head of any agency or other officer of the United States, in his official capacity 
or in relation to the discharge of his official duties, shall abate by reason of any 
transfer under this Act, but the court, on motion or supplemental petition filed 
at any time within twelve months after such transfer takes effect, showing a 
necessity for a survival of such suit, action, or other proceeding to obtain a 
settlement of the questions involved, may allow the same to be maintained by or 
against the head of the agency or other ollicer of the United States to whom the 
transfer is made 

Sec. 5. Wherever in this Act an office or agency is transferred, such transfer 
Shall include the personnel, records, and property (including office equipment) 
of such office or agency 

Sec. 6. (a) Whenever the employment of any person is terminated by a reduce 
tion of personnel as a result of a transfer under this Act, such person shall there 
after be given preference, when qualified, wherever an appointment is made in 
the executive branch of the Government, but such preference shall not be effective 
for a period longer than twelve months from the date the employment of such 
person is so terminated 

(b) Any transfer of personnel under this Act shall be without change in Classi- 
fication or compensation, except that this requirement shall not operate after the 
end of the fiscal year during which the transfer is made to prevent the adjust 
ment of classification or compensation to conform to the duties to which such 
transferred personnel may be assigned 

Sec. 7. Section 1 of this Act shall take effect on the date of its enactment. 
The remainder of the Act shall take effect on the expiration of sixty days after 
the date on which the Internal Revenue Commissioners qualify and take oflice. 


STATEMENTS OF MONTGOMERY B. ANGELL, ATTORNEY AT LAW, OF 
DAVIS, POLK, WARDWELL, SUNDERLAND, AND KEINDLE; WIL- 
LIAM A. SUTHERLAND, OF SUTHERLAND, TUTTLE & BRENNAN, 
ATLANTA, GA., AND WASHINGTON, D. C.; AND MARK E. RICHARD- 
SON, CERTIFIED PUBLIC ACCOUNTANT, WASHINGTON, D. C. 


Mr. Cooper. Please give your name and address and capacity in 
which you appear. 

Mr. Ancetit. Montgomery B. Angell, attorney at law, New York 
City. Perhaps, Mr. Chairman, I should go into a little more detail 
as to my identity. Iam a partner of Davis, Polk, Wardwell, Sunder- 
land & Keindle, attorneys at law, New York City, and for the past 
25 years I have been charged with responsibility by my firm of our 
department on taxXation., During those 25 years I have been con- 
stantly in touch and practicing before the Bureau of Internal Revenue, 


20401 52 8 
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before the Tax Court of the United States and the district court and 
the Federal appellate courts. 

I am here today because I understand that the committee, at least 
indirectly, is interested in and perhaps considering the advisability 
of a major change in the organization of the Bureau of Internal Reve- 
nue, namely, the setting up of the Bureau as an independent agency 
so far as administration and enforcement of the tax laws is concerned. 

Mr. Coorer. Let me inquire for information now. You gentlemen 
are here to appear in support of the bill H. R. 6127 introduced by Mr. 
Curtis / 

Mr. Ancett. We are. 

Mr. Coorer. I invite attention to the fact that that bill is not even 
pending hefore this committee. It is referred to another committee of 
the Hou e. the Committee on Expenditures in the Executive Depart- 
ment. 

Mr. Curris. Mr. Chairman, may ] speak at that point ¢ That is 
true. This matter was taken up in detail as to the request for wit- 


nesses before this committee with the subcommittee. Then it was 
decided that the full committee hold the hearings. L had a conference 
with the chairman. Mr. Doughton. He referred the matter to this 
committee and on last Monday morning I stated the proposition and 


explained that the bill, although it dealt with the Bureau of Internal 
Revenue, had been referred to another committee, but I casked the 
privilege of bring two oI three witnesses here to speak on it because 
it deait With the subject matter arising out of our inve tivation and 
! whi i tl Sc rm ttee is interested. Mr. Doughton entered an order 
last Monday mor} ng permitting them to be heard. 

Mr. Cooper. You may proceed. 


Let the other gentlemen give their imes and capac Cy in which they 


appear. 

"ite. SuTHEeRLAND. My name is W. A. Sutherland, member of the 
law fi oT Suthneri d, Tuttle & Brer . with offices in Atlanta and 
Wa nvton, ive heen act vely engact d in the tax practice since 
1923. I ive been interested in the public phases of taxes for the 

» or 20 years and have been actively working most of that time 


ith the American Bar Association’s tax section and the National 


I too am interested im Mr. Curtis’ | I] ind appear here to speak in 
favor of t. 
Mr. Coorrr. Mr. Curtis, are they the two witnesses you want to 


pre ent now 4 


Mr. Curtis. Yes. 

Mr. Coorer. You may proceed. 

Mr. Anceii. In view of the expercnce that I have had over the 
past 25 years, I have come to a well-considered and I think carefully 
thought-out conv ction, that the administration and enforcement of 
the revenue laws can be accomplished properly and efliciently and 
fairly and unprejudicedly by the setting up of the Bureau as a sep 
arate unit so far as enforcement and administration is concerned. 

I have not had an opportunity of preparing a comprehensive state- 
ment covering my views and I should like leave of the committee to 
prepare such a statement and file it as part of your record of this 
hearing. 
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Mr. Coorer. It mav be presented up until next Saturday. 
(The follown 9 letter was received from Mr. Angell :) 


Davis, POLK, WARDWELL, SUNDERLAND & KIeENDI, 
Vew York 5, N. Y., May 29, 1952. 
Hon. Rozert L. Dovucuro» 


Chairma . Je R 4 laws and Veans Committees q 


House Office Buildin 1, Washington 25, D. C. 

DEAR CONGRESSMAN DoventTon: On behalf of my colleagues, Mr. William A. 

Sutherland, Mr. Mark E. Richardson and myself, I wish to thank the mem- 

bers of the Ways and Means Committee for the opportunity afforded us 

ippear before the committee | Wednesday in support of the principles 
H. R. 6127, introduced by Mr. Curtis of Nebraska 

The committee very ne 


, 
¢ 
Lh 
rously afforded us an opportunity to file a written 

statement in support of ir views, but inasmuch as the ma 


problem were covered in the oral statements and the time now available does 


jor aspects of the 


t permit the prey nh of a comprehensive and considered statement. we 
have concluded not to si ta written statement at this time We shall, how 
ever, hold ourselve i ve in cause the committee should desire anything 
further fron either « rin writing and I trust you will feel free to call 
ipon us at any time, ii nuch as all of us are deeply interested in sound tax 

Ve y resin tu \ irs 


yne time [ 1der Secretary of 


ind John Hay es OF Ne \ York ¢ t\ z¢ 


Tele! Oo? j yx oO? ot } 15 i | id 
' } " oy ) , oft g bay, , f | 7 
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Revi di its « m. This we did, and perhaps | b 
et Tortn } \ ee dD ren ‘ erts roe from 


I choca ct peli i i LWO OI 
e ¢ I r } ( r alre Ly ( TI ! itter which S 
nde lerat Reading 

( SvVSte ( | ] 1 iryv re ci elt =< S 

Li) jt t l t re l til bet een | | tl La 

ince with the la l i em 18 to be successful, the cardinal principle of 

I ‘ ‘ ‘ ré t ~ ‘ 

Burea ‘ ( 
ement ! dler the itute and n nt 
‘ \ Lt en il eld el i | eve a hould be ad 
ted Ww hh a lit ( \ ol vVeremiphasizing addit Liu 
evenue ead niy I | i ed ¢ isilonu (il i 
denial is not sufficient the tone f ent ent sh d be roved a ! 
rule of equality between Government and taxpaver made a reality 

I think those pre e cons lerations obtain today is well as 1948, 

Phen we turn to our recommendations. 

l. An Independent Commission of Internal Revenue, Free From Treasury 
Interference in the A inistrative and Enforcement Matters Lu » « ! 
increasing Treasury interfer e, the Commissioner has lost control of ny 
major activities falling directly upon him as the Bureau head Liven the ¢ 


} 


missioners annual report was made subject to approval by subordinate 
of the Treasury. This condition should be rectified. The 
be the supreme authori 


-elnployees 





Collmissioner should 


i n Bureau administration and enforcement, subject 
only to general responsibility to the Se« retary of the Treasury as the cabinet 
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officer under whom the Bureau is placed for organizational purposes. His power 
should be commensurate with the duties which devolve upon him. He should be 
free from Treasury interference in all administrative and enforcement matters. 
To this end the existing advisory tax groups which have grown up within the 
Treasury, such as the legislative counsel and the tax research division should 
be abolished and the work now performed by these groups should be placed in 
the Bureau under the Commissioner's supervision and control. 

Many provisions of the existing statutes now invite development within 
the Treasury of supervisory groups to review many of the Commissioner's 
actions. This increa cs the cost of Government and at the same time divides 
the responsibility. The administrative and enforcement problems resulting 
from our present broad tax base and high rates require that the Commissioner 
and the staff be free from supervision of Bureau functions. 

As an example, the present requirement that offers in compromise and statu- 
tory closing agreements must be approved by the Secretary of the Treasury or 
the Under Secretary should be eliminated and the Commissioner's action should 
be made final. 


Our second recommendation covers the relationship of the Chief 
Counsel of the Bureau to the Commissioner. 


Prior to 1934 the general counsel for the Bureau was the Commissioner’s 
law officer, responsible only to the Commissioner. In 1934 the title was changed 
to Assistant General Counsel for the Bureau, usually called the Chief Counsel, 
and the Chief Counsel and his staff were placed under the supervision and 
control of the General Counsel for the Treasury Department. 

This created an analogous situation. The Chief Counsel, as the Bureau's 
principal law officer, exercises wide powers in the interpretation of the tax 
laws and the promulgation of Bureau regulations and Treasury decisions, and 
determines largely the Bureau policy respecting tax litigation. As the Bureau's 
principal law officer, he should be responsible directly and only to the Commis- 
sioner of Internal Revenue. 

We then made all-told some 12 recommendations. The balance 
of which I will not stop to read, but I should like to recite the con- 
clusion now before you. 

The major objective of the foregoing recommendations is to make the Bureau 
of Internal Revenue self-contained and as independent as possible from the in- 
fluences of changing political administrations, realizing at the same time that 
it must be subordinate to a major department of Government under a cabinet 
officer for organizational purposes, 

With the exception of the Commissioner, the staff of the Bureau, including 
the collectors of internal revenue and two assistant commissioners, preferably 
should be career men. In framing the revenue laws the Congress can act 
wisely only if it has to assist it the impartial views of experienced Bureau 
personnel. Our scheme of taxation, affecting as it does some 40 million tax- 
payers, should have permanence and stability uninfluenced so far as possible 
by the changing political philosophies as different administrations come into 
power 

Mr. Mitzs. Does that complete your statement / 

Mr. Ancett. No, Ihave not. Iam about to complete it. 

So as this report indicates, I am already on record in favor of 
creating an independent Bureau insofar as administrative and en- 
forcement matters are concerned. The bill which Mr. Curtis of 
Nebraska introduced, H. R. 6127, in the main is directed toward carry- 
ing out precisely that end. 

Accordingly, I most heartily endorse the principle lying behind 
H. R. 6127 and commend the principle to the consideration of this 
committee so that necessary legislation may be framed to carry it out. 

Now, as I see it, there are three major reasons for creating an in- 
dependent bureau: First, the larger the responsibility which is placed 
on the bureau head, the more attractive that office will be and the 
more likelihood there will be of obtaining to fill that position men of 
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outstanding ability and unquestioned integrity; second, as I see it, 
with the bureau as a self-contained independent unit, we will attract 
more able career men to staff the bureau, particularly in Washing- 
ton. That is a very important matter both from the standpoint of 
the Government and from the standpoint of taxpayers; third, and 
perhaps of the greatest importance, a bureau independent of Treasury 
influence, will insure a permanence and stability in administration 
end enforcement, uninfluenced by the changing political, social philoso- 
phies of different administrations. 

After all, gentlemen, the purpose of the Bureau of Internal Revenue 
is to collect the taxes imposed by law as easily and with the least 
possible to hurt the taxpayer. It is the collecting arm of the Govern- 
ment. The Treasury is the spending arm of the Government. <Ac- 
cordingly, it seems to me that if administration of the revenue laws 
and their enforcement can continue uninterruptedly regardless of 
what administrations come and go, the tax laws will be placed on an 
equal, fair, honest basis, uninfluenced by the political considerations 
which may arise connection with changing administrations. 

Now, let me Say in ¢ losing that it seems to me that in order to Insure 
proper administration and enforcement of our revenue laws, the top 
man and the top men of the Bureau should be in a position to give their 
whole attention to tax administration and to the problems involved 
in the determination, assessment, and collection of taxes. Adminis- 
trative policy should, it seems to me, be made by officials who devote 
their whole attention to such matters. 

Under a system such as we have today such men are subject to 
supervision and control by a separate department, the Treasury, are 
readily overruled by treasury higher lps, whose heavy duties nh 
other fields do not fit them for any such drastic and important super- 
visory control. 

Mr. COooPER. Does that e mplete your statement 

Mr. ANcetn. Yes 

Mr. CooreER. All right, we will he pleased to hear the next witness. 

Mr. Scurmer.anp. | think it might be helpful if I take just a minute 
to trace the history of my own thoughts in connection with this matter 
over the past 10 or 15 vears. There has been a discussion by a number 
of people of this subject auring that period and many of them have 
discussed the subject with me, particularly when I was chairman of 
the tax section of the bar association, and have suggested that the bar 
association make the subject of Mr. Curtis’ present bill a project of 
the American Bar Association. 

My reaction at first was that the complaints which these people 
had arose out of the fact that they differed in philosophy from the 
people in the Treasury who happened to be taking such a large part 
at the particular time in guiding the Bureau. I felt that vou were no 
more likely to have people whose views would accord with vour own 
if you had an independent agency than if vou left matters as they were. 
As I considered the problem further. particularly in the heht of the 
expanding tax base and the greater administrative problems cast on 
the Bureau. IT have come to feel that I was mistaken in my first 
reaction. The present type of organization which places the Bureau 
under the Treasury itself breeds manv of the d'fficulties of which we 
complain and these difficulties would be less likely to occur if the 
Bureau were established as an independent agency . 


/ 
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1 would like to develop that thought for just a minute. What is 
the principal task of the Secretary of the Treasury? He is usually 
chosen from the banking profession. His problems are dealing with 
money, with borrowing, and with the fiscal policies of the Government, 
and in the tax field, with the larger policies as to how much money 
should be raised by taxes and how much by borrowing. 

Als« ° he has Seen fit to advise Congress, and ] think properly— 
vhether 1 might agree with his particular recommendation or not— 
as to how he thinks the economy of the country will best be served 
by the type of tax to be imposed and as to where the burden 
should fall. There is no feeling on the part of anyone that the Sec 
retary of the Treasury and the experts who serve under him, should be 
deprived of any of their prerogatives in that field. 

On the other hai d, the people whom he employs to advise him in 
these very Lnportant helds are essentially, to a very considerable ex 
tent, theoretical people. That has certainly been true in the tax 
field. I may say that he has had on this staff some of the most 
competent theoretical people in the country. 

While I do not always agree with the views of the secretary, I 
have agreed with him in a great many situations, even though some of 
the more conservative members of the bar have felt that he was 
wrong. But theoretical men are not by training or nature qualified 
to pass final judgment on how the internal revenue laws which the 
Congress finally enacts should be administered. That is completely 
different from the policies behind the recommendations which the 
Treasury makes or the laws which the Congress enacts. 

Now, the people who would be capable in the administrative field 
are hot likely to be the sort of people who would evel be chosen for 
the job for which the Secretary of the Treasury employs the people 
that he has directly under him in the Treasury. Administration re 
quires experience in dealing with people. It is a system of trial and 
error, of finding out what works and what does not, what satisfies the 
public n their relations with the Government and what does not 
satisfy them. It is a tremendous personnel job and there is nothing 
that takes the place of experience in that field. 

Now, by having the final word on these purely administrative prob- 
lems placed not in the Commissioner of Internal Revenue and the 
people under him but rather in the hands of the theoretical people 
whom the Secretary of the Treasury has employed primarily for other 
purposes, we have lost the benefit that I am sure we could have by 
setting up an independent department to administer these laws which 
you gentlemen enact. 

There is one other matter which I think is important. I think there 
would be much less tendency on the part of an independent Bureau 
of Internal Revenue to read into the tax laws which you enact inter 
pretations which you did not intend. I think that if the primary re 
sponsibility for interpretation and administration of the revenue laws 
were in the Commissioner of Internal Revenue, you would find the 
( omm}) sioner ot Intern al Reve nue eek cy vers assid ious! to follow 
exactly what the Congress intended. It is the Congress alone that has 
the right and duty under our laws to enact tax policy. You would 
find that the Commissioner would follow the congressional intent until 
it was changed by statute. None of us would ever deprive the Treas 
ury, or anyone else in Government, from coming to the Congress and 
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making aly recommendatio1 Ss on any subject. However. under the 
set-up we propose you would look primarily to the Commissioner of 
Internal Revenue for information as to the administration and collec 
tion of taxes imposed by law. 

Under the pre sent system we do not have the benefit of the kind ol 
administration and the kind of administrative advice wluch Congress 
could receive and should receive if we had the sort of system wich 
Mr. Curtis is suggesting. 

Now, | think | can say fol Mr. Angell and ni self that neither of us 
has considered the exact type of set-up for an independent Bureau of 
Internal Revenue. It is not settled in our minds whether it should be 
exactly what Mr. ¢ urtis proposes. I do not believe that Mr. Curt 
himself would fee] his proposal should be accepted without the 1 llest 


public consideration. But I do think his bill in fundamental princi- 
pie pre cribe just What sho ild be done. l hope that at the earliest 
moment the ¢ ongress W llhavea full hearing ont S questo! ana that 
we can have a full discussion of all of the details. 


1 certainly Lhank you. 

Mr. ( OOPER. Does that complete your sl itement ¢ 

Mr. SurHERLAND. Yes. 

Mr. Curtis. Mr. Sutherland, does the gentleman with you wish to 
be identified and Ly somiet he! 

Mr. Ricuarpson. Mr. Chairman, with your permission, since I have 
offered to assist 1n answering questions, s ould there be some, 1 should 
identify myself. ‘The name is Mark E. Richardson, a certitied publi 
accountant here in the District of Columbia. 


1 would like to make it clear at the start that I have had the privilege 
many times of represe e before this body the American Institute 
of Accountants and off g ollicial proposals for that body. My 
appearance today ot in that capacity in any way, and this bill has 
hot been Lhe sul ie t ol Uni \ ollicial consideration by tha Americal 


Institute, and 1 wo i pretel that there be no col fusion on that 
subject. 

Mr. Cooper. Any further questions ? 

Mr. Curtis. Mr. Chairman. 

Mr. Cooper. Mr. Curtis of Nebraska will inquire. 

Mr. CURTIS. Mr. Ang Ll. you concur the propositiol that the 
fiscal policy, spending policies. how high our tax rate should be, the 
manavement of ou pl bbc debt, those sorts of things should be re 
tained in the Treas iry Vepartment ‘ 

Mr. AnGeuu. | do very definitely. 


Mr. Curris. Now, you fee! that the administration of the laws 
after they are passed, dealing with the taxpayer, the setting up of 
reg ilations, the Striving tor a system with continuity of pohey and 


a sturiving for a system of taxation undet law, should be by an inde 
pendent agency with ful responsibility ¢ ; 

Mr. AnGeiu. I do; self-sutlicient and self-contained. 

Mr. Curtis. And you feel that the chief legal adviser to the Inter 
nal Revenue Commissioner or the Internal Revenue Commission, if 
it Is nore than one, should be someone selected by the ( ‘OommiISsioONn or 
Commissioner and responsible to him 4 

Mr. Ancewwi. | do or otherwise I do not see how such a legal adviser 
can properly fulfill his functions in advising the Commissioner. 
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Mr. Currts. Now, do you feel that such an independent agency 
would be in better position, when it 1s necessary to vigorously defend 
the Government’s viewpoint or to vigorously defend the taxpayer's 
viewpoint, to do whatever is required in the interest of justice and let 
the chips fall where they may ? 

Mr. Ancen.. | do very definitely. Our whole experience in this 
country has been that the administration of any problem must neces- 
sarily be delegated to one head or one commission. I think in your 
bill you suggest a commisison of three. That is not of great conse- 
quence. We have experienced over and over again, and I think today 
we are experiencing, gentlemen, the dangers and pitfalls that he in 
divided authority. Therefore, it seems to me that if we are correct, 
the recent disclosures which have shocked the Nation and shocked 
all of us can best be eliminated by putting the responsibility for 
the administration of the revenue laws and for the selection and 
retention of honest administrators, in the hands of one man and one 
man only, to wit, the Commissioner of Internal Revenue. 

And I feel contident that if the Commissioner is given sole respon- 
sibility, sole control, and sole management, we will have very much 
better men occupying that position, both in character and ability. No 
one wants to accept public office when he may or may not have the 
power to correct a bad situation. 

Mr. Curtis. Now, do you believe that an independent bureau would 
be in any better position to maintain a continuity of policy and pro 
cedure and philosophy in spite of changing administrations and 
changing political philosophies and social concepts rather than one 
that is subordinate to the Treasury Department ¢ 

Mr. Ancei. By subordinate you mean subordinate insofar as ac- 
tual administration and enforcement / 

Mr. Curtis. I do. 

Mr. Anceis. I do, and let me say this: In New York we have had, 
ever since the State income-tax law was enacted in 1919, the adnznis- 
tration and enforcement of the law in a commission. Mark Graves 
Was commissioner for years. The personnel] of that commission has 
remained constant regardless of a change Im administration. We 
have had a very excellent administration of our State laws, and I 
have always attributed that to the fact that the primary admiunistra- 
tion duty of enforcement is placed in one commission which remains 
constant, regardless of political changes in the governship. 

Mr. Curtis. Mr. Sutherland, you referred to men who dealt in 
theories in the Treasury Department. That very definitely has a 
proper place; does it not / 

Mr. Surtmertanp. It certainly does. It is most essential and I do 
not think too much time and effort can be devoted to it. 

Mr. Currts. In matters such as the rate of taxation, our spending 
policy, how much taxes we are going to extract from the people, how 
much borrowing, if any, and what shall be done toward retiring the 
national debt, you feel that the men called on for that should con 
tinue to render the service to the country that they are rendering? 

Mr. Surner.anp. | think it is absolutely essential that they should, 
because I cannot conceive of a proper handling of our fiscal policies 
by one who did not have under his control not only the monetary 
policies and the borrowing policies but also the tax policy in the 
larger sense 1h W hich you tse the term poliey, of how much taxes you 
are going to raise and from what source you are voing to raise them. 
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Mr. Curris. Yes: and under our two-party system of Government 
we want to continue to grant to the administration the right to carry 
out their social objectives, their tax philosophies, then spending poll 
cles, their policies as to national debt and all that sort of thing. Is 
that not right / 

Mr. Suruertanp. Within the framework laid down by Congress. 
I think they should advise (Congress what they think should be done 
and | think Congress alol e should lay down those policies, but they 
should certainly be laid down with the advice of the people who have 
the over-all job of controlling our fiseal policies. 

Mr. Curtis. But the dealing with the individual taxpayer out in the 
field and the ultimate decisions relat ne to him made here in Wash 
Ington by the Bureau, the field of administration and collection of 


taxes should be free from those political changes and social concepts 


and political objectives: is that not right / 
Mr. SUTHERLAND. ‘| Hey certainly should, Sir. The man who has 


the primary iob of ma aging that collection function should realize 
that he is essentially the person on whose actions the good will of the 
tauxpayving public depends. It is surprising what bad tax laws peo 
ple will endure without much complaint provided they are adminis- 
tered ha way that makes them fee] that the people who are ¢ harged 
with that duty are trying to do an absolutely fair and impartial 
job. 

Mr. ¢ URTIS. Now, thu subcommittee in holding then hearings on the 
administration of internal-revenue laws ran into the matter of in 
fluence peddling and matters that were attempted to be dealt with 


by influence rather than on merit. That may have been overexag 
verated, | do not know. Is it youl feeling that the independence 


of the administrative and collecting agency would tend to minimize 
gy or anvthing other than the practical 
working out of things on their merits? 

Mr. Surnertann. I do not want to be too unequivocal in my answer 
to that question. I am inclined to think it would. Of course you can 
get a crook or crooks in any sort of set-up that you can possibly devise. 
It does seem to me, however, that when vou have an administrative 
agency that you could build up a certain esprit de corps in there. 
if they were doing one iob and were expected to do it thoroughly 
and were left alone to do it properly, I think vou could build up an 
esprit de corps which would make less likely the sort of thing which 
has re ently happened. I do want to say, Mr. Curtis. that those things 
shocked me very greatly because in rh dealing with the Bureau. most 
of that in the Southeast, a comparatively thinly settled section, my 
dealings have never disk losed anvthing of that sort except In one rare 
instance where a special agent sought a bribe and it was disclosed 
to the collector. He was caught taking the bribe and was prosecuted 
and committed suicide while he was being prosecuted. That is the 
only experience I have ever had personally. 

Mr. Curtis. One more question and then I will \ ield to others who 
may want to ask questions. Here is a problem which arises in the 
interpretation and administration of our tax laws in the collecting 
field, how you apply the tax that Congress has imposed, The experl- 
ence in dealing with that problem is the experience of many very good 
men inthe Bureau. It comes tothe Bureau in Washington and there 


so-called l! fluence pedal 
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it is thrashed out over weeks and months by experienced and capable 
and honest men in the Bureau. Under our present set-up that deci- 
sion may have to be approved or rejected by someone in the Treasury ; 
is that not right? 

Mr. “3 THERLAND. Absolutely. 

Mr. Curtis. Now, is it unfair for this prem to assume that a 
situation —— happen and has happened whereby a Bureau decision 
arrive d at after years of experience and months of careful discussion 
within the Bureau and a determination reached that that determina- 
tion might be socal by men who at best have investigated it only 
a matter of hours or days ¢ 

Mr. Surnertanp. | hate to think, sir, that they are decided by 
people there who have not taken any more time than your question 
would indicate. That may sometimes be true. 

Mr. Currts. I do not mean that critically. I mean here is the Sec- 
retary of the lreasury, with responsibilities in a broad field, who is 
called upon to do these things. 

Mr. Suruertanp. Lam glad you raised that question because here is 


one of mv objex tions to the present system. The Sec retary of the 
Treasury is to my mind the most heavily burdened officer in the 
Government. The Secretary of the Treasury has so many important 


things to do. most of which are in the fields for which he ts generally 
primarily trained, fiscal policy, banking, money, that he never makes 
any of these decisions on administrative questions himself as a prac- 


tical matter because he would not have time even for the 20-minute 


briefing that you suggest. And the decisions when the Vv go to the 
Treasury are toa very la ree extent turn ved over to peop le who are ve ry 

ipable in the fields for which they ai e primarily | rought into the 
Treasury, but who do not have the e xperience in matters of adminis- 
trative policy \t least that is my opinion. 

Mr. Currts. Mr. Sutherland, a little bit later I will ask permission 
to insert an editorial by Mr. David Lawrence on this subject. I want 
to call your attention to one sentence: 
lr) ole Bure of Internal Revenue should be set up by Congress as an 
ndenpendent rency ist as is the General Accounting Office 

H VOCS O to cliscuss this separation of fiscal policy, administra- 
tive objectives and social approach, from the business of dealing with 
he taxpayers under uniform rules of continuity of purpose and pro- 
ceclure 


Mr. SUTHERLAND. It i is absolutely sound, sir. 


Could I make one observation, just as an illustration of the type 
of question that I tl ink should come ta the Commissioner and 

t from the S tary of the ‘Treasury. I understand that there is 
pending now, I do not know its present status, a bill which proposes 
to extend the time “ filing returns from March 15 to April 16. I 
have not studied t ill suflie iently to have any - ‘rsonal view on its 
merits, so I speak abs solutels wen any prejudice. I have under- 
stood that the Bi | peop le, and I may be misinformed about this, 
but it illustrates my point, I have understood that the Bureau people 
were sympathetic with the idea of extending the time to April 15. I 


understand that a formal report was requested from the Treasury and 
that the report is that the Treasury does not approve what the Bureau 


ants to do. 
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Now, without attempting to discuss that particular question, it is 
the type of question in which I would say that the Bureau is 19 times 
apt to be more right than the Treasury would be. I think that is the 
kind of thing on which the Bureau’s opinion should control. 

Mr. Curtis. In any event, the ¢ ‘ongress and this committee sho ild 
have the benefit of the views of both groups, direct and free. 

Mr. SUTHERLAND. Al solutely, sir. ] would never have any obiee- 
tion to the Secretary of the Treasury saying anything to Congress that 
he wants to, but I would feel if | were on a committee of Congress 
that ona question of that sort, | ought to have the completely unin 
fluenced view of the man who is charged with the administration of 
the law dealing with that subject. 

Mr. Rerp. 1 have been very much impressed with the statements 
of each of you gentlemen with regard to this proposal for separation 
of the function of the Internal Revenue Bureau and the Treasury. 1] 
would like to ask you this question: Do you feel from your study of 
this question that it would be feas ble to put this in operation With a 
very reasonable time without disrupti our tax system 

Mr. Anceuy. I think it could be put into effect very quickly, Mr. 
Chairman. All it would mean is that the Chief Counsel of the Bureau 
would be remade and appointed the chief law officer of the Commis- 


. 4 
t 


sion, segregated from a subordinate position under the General 
Counsel of the Treasury. It would mean the transfer of the existing 
groups In the Treasury to the Bureau of the Internal Revenue, so that 
those groups would be under the s ipervislo! ind direction of the Cor 
missionel of Internal R venue. it would mean very bl et leg siationh 
which would center the entire responsibilitv and duty for ad : 
tering and e1 rorcine taxe the Commussione! of Inter 7 Revel ue, 
Mr. Reep. It is vour opinion, ts it not, that the Secretary of the 
Treasury has just about as big a load as one man ought to carry in 
handling the public debt. the curre ev, and questi of that character, 


without being iivolved in the intricacies of this great tax-colliection 
toun 6 


Mr. A NOPLI Yes, sir 


Now. to vo back a few vears. take the Situation that existed aire tly 


s\ 


following the First World War. Our revenue laws wert mpl 
reguiations were simple, there were relatively few court decisior 
Eve n the duties of the Se retar\ of the Preasury and the fis | prov- 
lems of the Government were relatively simple. But today, by virtue 
of the 1mportance which revenue has come to have in daily transac- 


tions, we have under one head, the Secretary of the Treasury, two of 
the largest and most difficult departments of Governmen 7 umely, the 
Bureau of Inte nal Revenu ind the fiscal operations 0 

ment. I think it is bevond the ability of one man to do a good job 


I 
it the Wovern- 


effective job, when he is thus so overburdened. Therefore, it seems to 
me, with the magnit ide of both agvene ies in reasing as it has, there 
should be a split and a segregation and a centering of responsibility, 


fiscal in the Secre tarv of the Treasury, tax enforcement and adi 
istration in the Commissioner of Internal Revenue. 

Mr. Reep. It is a great privilege for us to have the benefit of the 
views of two distinguished men from different parts of the country. 
Mr. Sutherland is from Atlanta and you are from New York. . 
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Mr. Suruertanp. Mr. Davis is my senior partner and has been one 
of my closest and dearest friends for 35 years. 

Mr. Reev. Thank you very much. 

Mr. Ricnarpson. I wonder if I might take just a moment. One 
thing that might answer the question that Mr. Reed presented as to 

the difliculty or ease of a change is exemplified by the recent change 
in the reorganization bills, one provision of which moved all of the 
rights and duties and powers presently in the Commissioner or subor 

dinate officer of the Bureau to the Treasury. It was a very simple 
sentence. The reverse of that is presumably just as simple. There 
are two things that have happened recently that I think you gentle 

men should keep in mind in considering this legislation. One hap- 

pened so recently as to have been this morning's testimony before your 
committee. Several times the question was raised, Isn't this a matter 
of administration, isn’t this a matter of sound regulation and admin- 
istration, because we cannot use statutory language that is going to 
be detailed enough? I think there was sufficient agreement that was 
true in many of these matters. Yet that happens regularly in every 
bit of tax legislation that is proposed and discussed by this committee. 

You have as your representative witnesses people from all over the 
country who are interested in particular matters. They give you their 
points of view. You turn to them for, not advice but for information 
as they see it so that you can make a proper judgment. 

Included among those witnesses regularly are representatives of 
the Treasury Department. Gentlemen, if you turn the administration 
of the tax law which you ultimately wrote back to any other one of 
on witnesses that appeared before you so that he would have the right 

» administer it as he had wanted it in the first place, you would con- 
sided yourself doing a rather ridiculous thing, and yet that is exactly 

what you do when you accept the testimony of the representative of 
the Treasury, you accept some of the recommendations, you do not 
accept others, at times you enact legislation which is contrary to the 
testimony that that representative has given as being the desire of the 
Treasury, and then turn back to those people the duty of administer- 
ing a law which may not be what they wanted in the first place. 

The other thing of recent history was a castigation on the floor of 
cne of the Houses of Congress of one of the Treasury men because 
he had seen fit in administration to administer Treasury policy and 
not apparently what was congressional policy or intent. The type of 
men who have been in those positions in the Treasury and are there 
now is such a high type, thev are of such high caliber, that it is not 
tair as I see it to castigate them for doing their duty in the job to 
which they are primarily responsible. The answer is to not make 
them responsible for a job for which they were not originally intended 
us a responsible person. 

This proposal in the Curtis bill is nothing to me that has any 
political implications whatsoever. It was something I was advocating 
vears ago from an accounting point of view, the placing of dual 
responsibilities in the same officer where those responsibilities con- 
flict just is not sound and is not done in business to any great degree. 
Therefore, the purpose of this legislation I think is vital to tax admin- 
istration. The exact provisions, as has been stated, may be materially 
different after consideration than the bill as presented, but the purpose, 








— tt a oe 





ADMINISTRATION OF INTERNAL REVENUE LAWS 1? ] 


the goal, is something that you should seriously consider in any con- 
-ideration of the improvement of tax administration. 

Thank you very much. 

Mr. Reep. I want to thank you for that statement. It has brought 
out this point in my mind, that you are speaking about the people 
coming from the Treasury to testify. We also have witnesses coming 
from the Internal Revenue Bureau. So long as the Internal Revenue 
Bureau is part of the Treasury Department, naturally the men who 
come from the Internal Revenue Bureau to testify ure quite apt to 
follow the testimony of those who come from the superior body. Is 
that might ? 

Mr. Ricuarpsox. I would presume, but I do not know, before the 
(Commissioner would appear before any congressional! committee would 
isk the advice of his legal counsel and of the advice of his legal counsel 
as to histestimony. That advice is the same advice as has already been 
wiven mn the Treasury because it is the same individual controlly uy 
the policy. 

Mr. Coorer. We thank you gentlemen for your appearance and the 

iformation given the committee. 

Mr. Ancein. Today the Secretary of the Treasury is charged with 
the fiseal responsibility of meeting a b ilvet of S70 billion. The tax 
payers of the country today embrace HH) million individuals. Each 
job is certainly sufficient to take the full effort and endeavor and 
activity of one man. 

Mr. Cr RTIS. Mr. Chairman, I ask unanimous consent to extend at 
this poll tan editor! il of November 9, 1951. by Mr. David Lawrence, 
editor of the United States News and World Re port. 

Mr. Coorrr. Without objection it is so ordered. 

The material refered to Is as foljows :) 
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So long as the 1 Bureau is par un ive ce ment of 
he ts ! el \ bjex | 1 1 press ‘ 

he i t re thonest, | ] \ King nd eff! ( B 
they are sometimes pre cl om dealing t arms ength with tax returns 
because ol a tear ot px sid n 

This is no novel deve e! hat concerns only the Truman administration. 
Back n the 10's, under hey b n uie, There were OnLressiona WKS ¢ 
the Internal Revenue Bure he led by the lute Senator Couzens, of Michigan, 
Republican The net effeet was t produce such ntimidatior that for vears 


afterward the auditors appeared to be afraid to make decisions and too often 
insisted on passing the buck higher up 

The top officials of the Treasury and the Internal Revenue Bureau are Presi- 
dential appointees. They have such an allegiance to the administration in power 
that under the regime of the late President Franklin D. Roosevelt, the impression 
wis widespread that the White House kept in close touch with audits of certain 
taxpayers who happened to be political opponents 

Rightly or wrongly, these taxpayers complained that they were being punished 
for their political opposition. It was quite common to hear businessmen caution 
each other to be careful about what they said publicly about the Roosevelt admin- 
istration lest an Internal Revenue agent appear the next day to ferret out pos- 
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sible deficiencies in a tax return. Unfortunately the tax laws and regulations 
are so complex and at times so ambiguous that it is easy to find fault with any- 
body’s income-tax return and cause costly litigation. 

The taxpayer should have a fair deal, and so should the Government. Audit- 
ing tax returns involves the most delicate and intimate relationships between the 
citizen and his Government. The Government needs every cent it can collect, 
and the taxpayer is entitled to retain every cent that the law allows him to retain. 
Avoidance of taxes is lawful. Evasion alone is unlawful. 

There is only one wiy to insure absolute fairness to the taxpayer and to the 
Government. It is te take the Internal Revenue Bureau out of the political 
system altogether. President Truman is to be commended for accepting the sug- 
gestion of Senator Kefauver, of Tennessee, Democrat, that the collectors of 
internal revenue be placed under the civil service. But that doesn’t go far 
enough. 

The whole Bureau of Internal Revenue should be set up by Congress as an 
independent agency, just as is the General Accounting Office. 

Congress 30 years ago created the General Accounting Office to audit the 
expenditures of the executive branch and made the office of Comptroller General 
a 15-year appointment. Nobody today can justly say that any improper influence 
has ever been exerted in the General Accounting Office. 

The taxpayer deserves to have the audit of his income-tax returns placed on 
the same basis as that of the Government's own financial affairs. 

Such a system would mean independence for the entire personnel, a feeling 
that, no matter what administration came into power, employees would not be 
removable by political influences. 

But there is sometheing even more important—the personnel of the Bureau 
must be better paid. Again and again an internal revenue agent receiving 
$4,500 a year handles a tax case across the table from a private attorney who 
earns many times that sum 

The answer, however, to the revelations today is the same as it has been when 
exposures have been made before by congressional committees: take the Internal 
Revenue Bureau out of politics and let the personnel deal with the taxpayers as 
they naturally would on a basis of fairness. In the end, the taXpayer and the 
Government both would benefit because lengthy litigation and the expense of 
long-drawn-out negotiations would be reduced to the minimum. 

It is true that through the Court of Tax Appeals an excellent opportunity is 
given for impartial review. But the average taxpayer cannot afford to go to 
the Tax Court. Nor can he afford the prolonged conferences with the Bureau 
agents who so often transfer the responsibility for decision or settlement to the 
technical staff above them. 

Our auditors are not permitted to make settlements with taxpayers on disputed 
points in the equitable way that the British civil service has always done with the 
British citizen. The Bureau of Internal Revenue needs more and not less dis- 
cretion in applying the provisions of law. That's the way to collect larger reve- 
nues and the way to build public confidence in the whole system of internal 
revenue collection 

Mr. Coorer. The committee stands in recess, subject to the call of 
the Chair. 

(The following statement was submitted for the record :) 


ANALYSIS OF H. R. 7893 (Revenurk ENFORCEMENT AND ADMINISTRATION ACT OF 
1952) BY CERTAIN MEMBERS OF THE NATIONAL COMMITTEE ON FEDERAL TAX- 
ATION OF THE CONTROLLERS INSTITUTE 


This bill, introduced by Mr. King in the House of Representatives on May 
16, 1952, purports to strengthen the present provisions of the Internal Revenue 
Code relating to fraud and to uncover additional sources of revenue. 

It seeks to accomplish this purpose in part by requiring the Secretary of 
the Treasury to prescribe more detailed regulations with respect to the keeping 
of records, and to require detailed reports from employers regarding the pay- 
ment of anything of value to an employee whether or not such payment repre- 
sents taxable income to the employee. In addition it makes provision whereby 
a taxpayer may be subjected to an additional examination of his records 
Another section of the bill gives to the Secretary the authority to require 
detailed disclosure as to the nature and source of a taxpayer’s income under 
threat of an additional 5 percent penalty of the total amount of gross income, 
the nature and sources of which is not disclosed. 
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While the general purposes of the bill are good and while some of its pro 
visions will be useful in uncovering and punishing fraudulent taxpayers, its 
approach is such that its result might well be to impose considerable hard- 
ships upon great number of taxpayers without commensurate benetit to the 
Government. Many of the provisions of the bill merely codify present adminis- 
trative practices of the Bureau of Internal Revenue and are entirely unneces- 
sary. In general, the bill will be productive of so much confusion-and possible 
hardship upon the great mass of taxpayers who attempt to comply strictly 
with the internal-revenue laws that it should not be passed without revision. 

There follows an analysis of the principal sections of the bill: 

Section 101 of the proposed bill amends Internal Revenue Code section 23 (a), 
relating to the deduction for ordinary and necessary expenses, by disallowing 
all deductions unsubstantiated by records prescribed by the Secretary as re- 
quired under amended Internal Revenue Code section 54 (a). It is not possible 
to determine from the bill the extent of the regulations to be issued Specifi 
eally such regulations might result in the disallowance of traveling and enter- 
tainment expenses which have been allowed in prior years on a reasonable basis 
under the Cohan doctrine. The bill should be more specific as to the extent of 
the prescribed regulations. 

Section 103 of the proposed bill amends the present Internal Revenue Code 
section 54 (a), requiring records to be kept in accordance with regulations pre 
scribed by the Secretary so that such records and other information in support 
of items of gross income and deductions shall be retained. The proposed bill 
sets no time limit upon the retention thereof. This section, taken in conjune- 
tion with section 101, would work a hardship upon individual taxpayers who 
are not accustomed to Keeping personal records. Again, there should be some 
limitation on the extent of the regulations. 

Section 104 of the proposed bill adds a new Internal Revenue Code section 147 
(c), requiring the reporting in information returns of so-called “fringe benefits” 
to officers, employees, and stockholders of anything of value or making any 
service, property, or facility available to such persons There seems to be an 
apparent attempt to limit the reporting of such payments to amounts in excess 


of $200 during the taxable year. However, the bill is so worded that all pay- 
ments, including salaries and the fringe benefits in excess of $200, must be 
reported. Thus, the $200 limitation is meaningless The proposal is broad 


enough to include railroad off-line passes, employees’ meals, educational oppor- 
tunities, discount privileges of retail-store employees, personal use of property 
of the employers, medical services, recreational activities, disability benefit 
coverage, pensions, hospitalization, uniforms, tools, work clothes, welfare acti 

ties, group insurance, etc. The proposed bill provides that all such payments 
must be included in the information return, whether or not they constitute 
taxable income to the employee. If this section were enacted in its present 
form, burdensome and voluminous records would be required for each employee 
in addition to the present records. The bill imposes one more arduous obliga 

tion on the small-business man already heavily encumbered by the duty of 
keeping records for the Government. 

Section 105 of the proposed bill adds a new Internal Revenue Code section 300, 
imposing a penalty of 5 percent of the total amount of gross income which the 
taxpayer refuses to give information as to its nature and source upon request of 
the Secretary The penalty would be applicable even though the taxpayer 
reported such item as taxable income in his return without divulging the nature 
thereof. This section is aimed primarily at individuals. However, there is a 
constitutional question involved that a taxpayer should not be required under 
penalty to furnish self-incriminating evidence. 

Section 106 of the proposed bill amends the present Internal Revenue Code 
section 3614, relating to examination of books and witnesses, in two respects, 
namely: (1) The examining agent must ascertain that the taxpayer is keeping 
records as required by the regulations of the Secretary; and (2) requires that 
a taxpayer may be summoned to appear and produce such records as are required 
by law. This section is objectionable on the grounds that if the taxpayer’s 
records are voluminous, they should be examined on taxpayer's premises. The 
amendment requiring the examining agent to ascertain if the taxpayer is keeping 
the records required by law is objectionable on the grounds that many taxpayers 
have records supplemental to their general books of account in support of their 
tax return located in the offices of the person or accountant preparing their 
return for examination purposes and which might be quite far removed from the 
place where the general books are kept. An examination of the general books of 
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account is needless in cases where the supplemental records are in sufficient 
detail to satisfy an examiner. The amendment appears superfluous. 

Section 106 of the proposed bill also amends the present Internal Revenue 
Code section 3631, relating to restrictions upon examinations of taxpayers by 
permitting an additional examination for purpose of ascertaining if the taxpayer 
is keeping the records required by law and regulations. One examination should 
be suflicient fo ascertain both the correctness of the taxpayer's return and the 
adequacy of records. Provision for a separate examination solely for the 
purpose mining whether proper records are kept is an unnecessary 
harassment the taxpayer 

Section 107 f the proposed bill adds a new Internal Revenue Code section 
3635, requirit © name and address of persons preparing or assisting in the 
preparation of turns his section codifies present administrative practice, 
but, in addition poses a penalty of $1,000 against either party for willful 

the “tly by night” March 15 tax “experts.” The section 

all persons receiving compensation for assistance 

however little, shall be stated on the return It 

‘countants preparing the return as well as the 

reviewing the returt In view of the penalty involved, 

pecify more clearly the person or persons required to 

blish more definite standards whereby a taxpayer can 

bilitw for re porting the names of those rendering assist 

the return It is inconceivable that it is the desire of 

taxpayer to report the name of the public stenographer 
rele r the proposed hil such would be necessary 

yosed bil i mends I ternal Revenue (‘ode sere tion S600 

l0-day period after notice and demand for payment 

order is issued in cases where the Secretary believes 

h taxes will be jeopardized by delay This waiver 

ipon taxpayers in those cases where the tax has been 

been made in the collector's office. The present 10-day 

Lined for protection of taxpayers 
proposed bill amends Internal Revenue Code section 3748 

limitation on criminal prosecutions, by extending 

m to the offense willful failure to keep records, or 

» required by law and regulations, which might 

| rule 1 with the return 

considering the laxity of individuals in keeping records. 

offenses committed before the date of enactment of the 
de retroactive 

hill adds a new Internal Revenue Code section 

ixpayers by extending the time limit for filing papers 

here the last day pres ribed 

rs or making such tax payment falls on Saturday, 

n the District of Columbia In view of the fact that 

ixpayer, it would appear that_legal holidays should 

the District of Columbia but should apply to legal 


ms to be filer 


the next business day w 


which the taxpayer resides or has his place of business. 
hapter 15 of title 

ode Hposing a penalty of $10,000 on any person who 

before the Department of the Treasury. In 

ty, it should not apply to persons seeking information on 

At the present time the Department of the Treasury has 

relating to practice before it, and, if a penalty is imposed, 

onl iposed as well upon the employee of the Treasury Department per- 
mitting an unauthorized person to represent the taxpayer before the Treasury 
Department, unless such person fraudulently represents that he is so authorized 


posed b adds a new section 202 to « 


to practice 
(Whereupon the hearing was recessed, subject to the call of the 
Chair.) 





